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The Place of Housing in National 
Rehabilitation 


By HAROLD L. ICKES 


UBLIC low-rent housing is a new- 

comer to the American scene, but 

one which, significantly, is be- 
ginning to attract considerable atten- 
tion. 

A lusty youngster, which was nursed 
through a difficult infancy by the Pub- 
lic Works Administration, this type of 
housing represents a new form of pub- 
lic activity which has assumed impor- 
tance in this country only during the 
last year or two. A political issue 
abroad, slum clearance and low-rent 
housing in the United States long re- 
mained largely the domain of a small 
group of workers for the common good 
or the members of the “housing move- 
ment.” 

This condition held true until the 
Roosevelt Administration, for the first 
time in our history, actively met the 
issue of the slums and included their 
clearance and construction of good re- 
placement housing as a national policy. 
The immediate vehicle enlisted for the 
job was the Public Works Administra- 
tion, an organization which logically 


could take over the work as part of a 
widespread construction program. 

Strong economic precedent can be 
found for the advocacy of home build- 
ing as a means of prompting industrial 
recovery. At the present time, reports 
from England emphasize the role the 
building boom is playing in general re- 
covery. There the almost unprecedented 
activity in house building is a direct 
result of a governmental program for 
clearing the slums. 

As the present Administration can- 
vassed various methods for prompting 
economic and social revival, there were 
noted two obvious results which might 
issue from a program for slum clear- 
ance and public low-rent housing. One, 
of course, was the element of employ- 
ment and industrial activity which 
would be generated by the erection of 
buildings and the placing of orders for 
huge quantities of building material. 
With a definite need set forth in plans 
and specifications for millions of brick, 
tons of reinforcing steel, hundreds of 
thousands of barrels of cement, car loads 
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of plaster, thousands of sash and win- 
dow frames, and with men finding work 
on construction sites, these results are 
now making themselves felt. 

The second benefit to be derived from 
slum clearance and low-rent housing is, 
naturally, the social effect. However 
outstanding for the present moment the 
contributions of this program to em- 
ployment and industrial activity may 
be, the social benefits are the truly im- 
portant ones in the long run. This 
factor, coupled with the immediate eco- 
nomic gains, makes slum clearance a 
desirable field for public works. 

Once well into the program, with the 
time behind us when useless attempts 
were made to induce private capital to 
come into the work, the Housing Divi- 
sion of PWA made remarkable progress 
in this field. Up to the time of writing 
there have been authorized approxi- 
mately 40 Federal large slum-clearance 
and low-rent projects, on which the Gov- 
ernment advances all necessary funds 
to be returned through amortization by 
means of rents, and seven limited-divi- 
dend projects, undertaken by private 
initiative with large amounts of capital 
lent by PWA. Three of the Jimited- 
dividend projects are occupied and three 
others are nearing completion. 

Walls are rising on two Federal] pro- 
jects in Atlanta, and slums have been 
wiped out in five areas in Atlanta; 
Montgomery, Alabama; Cleveland; and 
Indianapolis. Others are about to fall 
before the wrecker. Projects in New 
York, Chicago, Cincinnati, Detroit, Bos- 
ton, and Milwaukee are out in the open, 
with sites being acquired, condemna- 
tion proceedings being heard or prelimi- 
nary contracts being signed. Under the 
push of the program, slum clearance 
and low-rent housing have left the realm 
of discussion and paper planning and 
become an actuality. 
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The Social Need 


The real basis for low-rent housing 
and slum clearance is, naturally, the 
social need. It is a matter of surprise 
that a supposedly prudent and business- 
like people should so long have endured 
the unsightly and objectionable dis- 
tricts we have permitted men and 
women to call their homes—the slums. 
On a dollar and cents basis alone, 
nothing we could do would be so worth 
while as to eradicate slums everywhere 
in the land. Considering the human 
and moral costs, the value of putting 
our lower income groups into decent 
surroundings would be so great as to 
make it utterly desirable for this reason 
alone. 


Evolution of the Slums 


America grew up in a tradition of 
plenty. The expanding nation, once it 
had been set upon a firm political foun- 
dation, saw before it endless forests, 
deep rivers, rich mines and oil deposits, 
boundless plains and mountains, all to 
be had for the taking. The abundant 
resources, so plainly apparent, had been 
centuries in the making, but nature had 
created with a lavish hand. The intoxi- 
cation that was induced resulted in 
utter wastefulness and spoliation. The 
forests withered under the lumber king’s 
iron heel and the holocausts that fol- 
lowed in his wake. With a fine disre- 
gard of consequence, the exuberant 
early American stripped the earth of 
its natural coverage and rivers dwin- 
died or rampaged in floods. Mines 
were worked for all they were worth, 
and oil, when it was discovered, was 
tapped recklessly and wantonly. Im- 
measurable plains which had known 
only the tread of the buffalo or the 
march of Indian tribes were given to 
the gangplow. Little did it matter that 
the confident methods of cultivation 
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were to lay waste the fertile soil which 
once had the protective cover of buffalo 
grass to anchor it in place; the dust 
storms of the recent past were for the 
future to rue, not for the settler or the 
wheat emperor. 

We are familiar with the story of 
spoliation, of wastage, of ruin that was 
the result of this tradition of plenty and 
of the refusal to take the future into 
account. Plans, other than the imme- 
diate concerns of thousands of individ- 
uals for their own betterment, were un- 
heard of. With enthusiastic disregard 
of what might come, never was any 
scheme for orderly development of nat- 
ural or agricultural resources contem- 
plated as desirable. It did not occur 
to our vigorous pioneers, as it did later 
to the Board assigned to study the needs 
of the Mississippi Valley in the wake 
of their exploitation, that “we are but 
tenants and transients on the earth;” 
that we should “hand down our herit- 
age not only unimpaired but enriched to 
those who come after us.” 

As it was with the land itself, so was 
it with our cities. Expanding in a time 
of swift growth, they spread—altogether 
aimlessly at first, then with only a 
modicum of direction. Industrial com- 
munities spewed drab frame houses a- 
round grimy factories; ““Packingtowns” 
flourished in the mud “back of the 
yards”; “Railroad Avenues” grew up 
beside a thousand tracks. Sensible 
plans for city development were neg- 
lected as unheedingly as were plans for 
the intelligent development of our nat- 
ural resources. 

The problem of shelter was entirely 
individual. It was not a cause of mu- 
nicipal concern whether a citizen found 
a decent place in which to lay his head 
or rear a family. Labor was cheap and 
plentiful; the surging tides of immigra- 
tion pouring over the Atlantic took care 
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of that. It was never conceived to be 
for the common good that these wan- 
dering newcomers should be installed in 
healthful, well-built homes. The case 
was, of course, directly to the contrary. 
In such a situation, it was inevitable 
that slums should flourish. Slums, no 
doubt, had marked our cities almost 
from the beginning in some degree, but 
with the industrial development of the 
nation, and our bottomless capacity for 
grinding up immigrant labor, they took 
on more vicious aspects, often surpass- 
ing the Old World in insalubrious liv- 
ing conditions. Our cities continued in 
spasmodic growth, and the poorly 
housed in the population found three 
principal sources of shelter—the vicious 
products of unscrupulous speculative 
development in cheap price fields; the 
deliberately planned tenement; and the 
cast-off dwellings of the more well-to-do 
section of the populace. 

As early as the 1830’s in New York 
City someone conceived that diabolical 
invention, the railroad or dumb-bell 
flat. This ingenious device for com- 
pressing human beings into warren-like 
structures, removed from air and light, 
eventually became so popular—it was 
even blessed by well-meaning social re- 
formers—that it spawned miles of tene- 
ments which rapidly developed into the 
vertical slum that it is today. 

Thus grew up the eastern prototype 
of the slum—the typical noisome Lower 
East Sides with their lung-blocks and 
their ““Devil’s Kitchens”—and the more 
variegated, down-at-the-heel sections of 
other cities; the not-so-spectacular, clos- 
er-to-home type, the ordinary frame 
house, ‘“‘Frog-Town”’ variety of slum. So 
far as shelter was concerned, it was the 
old care-free American system of devil- 
take-the-hindermost that prevailed. 

The popular imagination quickly 
seized on the “Lower East Sides” as 
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the essence of the American slum prob- 
lem. Too frequently, it was an Ameri- 
can city’s boast that “We have no 
slums in this town” simply because no 
five-story railroad flats dangled the 
day’s wash over unpleasant back yards. 
But, while the Lower East Sides com- 
manded the attention of the early ad- 
vocates of better housing, the “gas- 
house” districts brawled and spread and 
became an important factor in the 
structure of American cities. The sig- 
nificance of it was that slums and 
blighted living areas were becoming an 
integral part of the municipal scheme, 
with little done to prevent their growth. 
The fungus took root and its inevitable 
economic and moral drain began. 

The physical structure of our bad 
housing varied with localities and cus- 
toms as American slums reached their 
full, unlovely bloom. Memphis and 
New Orleans developed “Arks”—two- 
story structures where 16 or more Negro 
families live on each floor; where each 
family lives in a single room entered 
from a balcony hanging miraculously 
to the side of the building; where water 
is obtained from a single spigot in a 
muddy yard, the same yard which con- 
tains the common privy. Philadelphia 
had its picturesque “band-box’”’ or 
“high-hat” houses; three small rooms 
arranged vertically, with a narrow, 
spiral stairway in one corner; the only 
exposure on a narrow, frequently crowd- 
ed, alley. 

San Antonio found itself with its 
“Corrals,” long, one-story buildings 
where small, single rooms are inhabited 
by Mexican families of as many as 
eight or ten persons. Youngstown de- 
veloped its ““Monkey’s Nest,” a collec- 
tion of miserable hovels in the grime 
of an industrial area between a bend 
of the river and a railroad. Miami had 
a highly congested Negro quarter, a 
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small area which shrank in size while 
its population jumped many fold. 


Magnitude of the Slum Problem 


There now no longer can be any ques- 
tion about the seriousness and extent 
of the American slum problem. To the 
obvious general conclusions to be de- 
rived from a mere recital of perfectly 
apparent conditions have been added 
specific information derived from special 
surveys and studies of housing condi- 
tions. The facts have been brought 
home with increasing clarity in recent 
years by concrete demonstration on sev- 
eral occasions. Perhaps the most com- 
pelling study undertaken lately was the 
Real Property Inventory of 1934 which 
furnished documentary proof that the 
great “American standard of living” 
has sadly deteriorated from the day 
when it implied that a decent home 
might be achieved by every able-bodied 
and willing workman. Reviewing the 
findings of the Inventory, Dr. Edith 
Elmer Wood, generally recognized as 
a capable student of housing, came to 
the conclusion that one-fourth of our 
urban housing will have to be demolished 
and rebuilt by public agencies on some 
sort of a no-profit basis if lower paid 
wage earners are to have adequate 
homes. Not a cheery verdict for self- 
confident private initiative which has 
assumed that it has adequately taken 
care of housing our people! 

The Real Property Inventory was a 
factual study of American housing con- 
ditions in 64 American cities under- 
taken by the United States Department 
of Commerce to aid real estate, con- 
struction, and mortgage interests gauge 
their markets. Its conclusions were 
perfectly objective and uncolored, tabu- 
lated as a census study, and its impli- 
cations cannot be evaded. 

It showed, for instance, and the 
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figures may be taken as typical for the 
nation, that 8% of all dwellings sur- 
veyed were without running water; that 
slightly more than that proportion 
lacked electricity or gas for lighting. 
Seventeen per cent of the American 
homes listed were without private in- 
door toilets and 23% were without 
either bathtub or shower. Dwellings 
crowded, overcrowded, or greatly over- 
occupied amounted to 15% of the total 
investigated. 

In the face of such figures, the asser- 
tion is not unfair that shiny bathrooms, 
spick-and-span kitchens with gleaming 
linoleum, and well-ventilated bedrooms 
occur more frequently in advertising 
pages of magazines than in the homes 
of the less fortunate American family. 
America seems to have tumbled off of 
its once exalted “standard of living” 
pedestal. 


The Cost of Slums 


These conditions create a serious eco- 
nomic cost for the community, to say 
nothing of the stunting of human val- 
ues for which they are responsible. As 
a basis for demonstrating that slums 
are perhaps a city’s most expensive 
luxury, a well-known study of a slum 
area in Cleveland showed that, while it 
yielded $225,000 annually in taxes, it 
required municipal services costing $1,- 
357,000 a year, leaving a balance of 
$1,132,000 for the general taxpayers to 
foot. Fire protection in the area was 
found to cost $50 per $1,000 of ap- 
praised value of land and buildings as 
against 63 cents in the suburbs; police 
protection totaled $58 per family as 
against $4 in the suburbs. With a total 
of 5,244 families living in the area, the 
study concluded that each family clear- 
ly was subsidized $333 annually by tax 
and private funds.! 


Yet we call it a subsidy to wipe out. 


113 


these slums and replace them with a 
Federal low-rent housing project. 

The same story was told in Indian- 
apolis, where the Community Plan Com- 
mittee of the Indianapolis Chamber of 
Commerce analyzed the “areas of great- 
est economic drain” within the city. 
Here it was found that 10% of the pop- 
ulation of Indianapolis, living within 
certain well-defined areas, was drain- 
ing 26% of the funds set aside for pub- 
lic service. In dollars and cents, it 
meant that the families comprising this 
10% of the population, all living under 
bad housing conditions, were absorbing 
$27.29 per capita for governmental 
services in contrast with $4 per capita 
for the remainder of the city. Thirty 
per cent of the total cost of city hos- 
pital services was chargeable to these 
areas and the same 10% of the popula- 
tion; 19% of the cost of caring for the 
insane, % of the entire budget of the 
Family Welfare Society and 16% of 
fire protection costs were expended for 
the same areas and individuals. Here 
was a clear demonstration of the high 
cost of so-called cheap housing. 


It may be remarked in passing that 
PWA’s first slum clearance and low- 
rent housing project in Indianapolis will 
rise within the next few months in the 
heart of the leading area of this eco- 
nomic drain. 


Repetition is boring, but similar or 
worse instances could be repeated for 
nearly every community that presumes 
to call itself a city. The condition has 
been steadily growing and has now be- 
gun to present the bill. Up to the pres- 
ent time nothing has been done about 
it; our cities have stood helplessly by 
while a supine National Government 
was too busy installing chickens in every 


1Howard Whipple Green, 4 Sheet-a-Week, Vol. L, 
No. 52. 
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pot to inquire whether there was any 
kitchen in which they might be cooked. 


Objectives of the PWA Program 


We have turned from dissolute ex- 
ploitation of our natural resources and 
farming lands to a more orderly devel- 
opment and control. It is high time 
that we likewise turn from permitting 
our cities to spawn improper living 
conditions to insisting upon some meas- 
ure of correction and guidance. One 
aim of the present Administration is 
to help to bring about some order in 
our economic life and some direction to 
our physical development. Another aim 
is to improve living conditions, so that 
the victims of a totally discredited hous- 
ing system may have a minimum of 
decency and comfort in which to live. 
If the lower-income groups cannot a- 
chieve this minimum individually, then 
the Government must step in and make 
it possible for them to obtain adequate 
housing. Conserving our human re- 
sources transcends even the highly im- 
portant duty of conserving our natural 
resources. The providing of decent, 
self-liquidating, low-rent housing is cer- 
tainly a long step in the direction of 
that necessary conservation. 

Our experience certainly has shown 
the impossibility of private capital pro- 
viding good housing for people in the 
lower income levels. An Englishman 
has asserted that there never has been 
any money in housing the poor well; 
but there has always been money in 
housing them ill. The groups for whom 
I argue have never been able to afford 
to pay rents which would yield a profit- 
able return on capital invested in good 
housing. Private capital has never 
been able to find a field for employ- 
ment within the rent limitations of 
slum dwellers save in substandard, 
socially disqualified housing. 
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Recent surveys and figures compiled 
by the Housing Division indicate that 
one-third of our people cannot afford 
good housing under the existing system. 
The Civic Advisory Committee on 
Housing, working in the City of New 
York, reported not long ago that 516,- 
000 families in that metropolis pay less 
than $30 a month for shelter, and that 
two-thirds of that number pay less than 
$6 per room per month. 

“Thus,” said its report, “approxi- 
mately a half million families are ex- 
cluded, by reason of their income, from 
a market served by the building in- 
dustry until structures have become ob- 
solete, a period of some 20 or more 
years.” 

No sound body politic can be erected 
upon so flimsy a foundation. When 
riots flared lately in Harlem, a great 
deal was written about Communistic 
agitation and the reported beating of 
a small boy as the immediate cause of 
the violence, but much was brought to 
light about the underlying, shameful 
conditions in which the residents of the 
area live in hopeless congestion. 

Housing certainly played its part in 
those riots. Last September, Miss 
Marguerite Wales, head of the Henry 
Street Settlement Nursing Service, re- 
ported the finding of a single city block 
in Harlem sheltering 2,700 persons— 
the population of a village. 

“In those dark, insect-infected, dank 
old tenements conditions of life could 
not by any stretch of the imagination 
be called American,” Miss Wales told 
the National Public Housing Confer- 
ence. “Unbearably hot in the summer 
and with an average of three persons 
to a room, conditions of life in those 
tenements can only be compared to the 
Black Hole of Calcutta. In that tiny 
area our workers found more sickness, 
disease and infection than in any other 
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part of the city where we operate.” 

Small wonder that the smouldering 
resentment which fed in the obscure 
reaches of a stinking tenement flared 
into riots when a match was applied. 

Assuming that dwellers in the slums 
cannot be lifted bodily out of their 
present economic status at one stroke, 
the first necessary step to improve their 
general condition is to end such hous- 
ing conditions by replacing them with 
decent public housing. We cannot hope 
at once to rid our nation of all its slums. 
Under a carefully integrated, well- 
planned program of slum clearance, 
however, we can approach this goal by 
stages. The first task, as assumed by 
the Housing Division of PWA, is to 
seek out some of the worst slum spots 
on the municipal maps and abruptly 
wipe them out with good low-rent hous- 
ing. Perhaps it is only a demonstra- 
tion, but it is an example which can 
be followed and improved upon. Bad 
housing can be replaced either on the 
site or elsewhere with good, healthful 
urban housing at as low a rent per 
room per month as it is possible to 
achieve and at the same time allow 
the project to liquidate a considerable 
portion of its financing. 

The housing being erected by the 
Housing Division of PWA is designed 
to meet the three basic requirements of 
health, comfort, and safety for tenants. 
It is not pretentious. In physical struc- 
ture it generally follows simple lines, 
and, in contrast to many European 
developments,” pays more attention to 
the arrangement, size, and _ livability 
of rooms than to architectural treat- 
ment of the exteriors. It is aimed at 
enabling tenants to live comfortably, 


2For discussion of room sizes, arrangement, and 
apartment equipment in typical Vienna projects, see 
Charles O. Hardy and Robert R. Kuczynski, The 
Housing Program of the City of Vienna (Washington: 
Brookings Institution, 1934), pp. 62-65, 89. 
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conveniently, and to enjoy privacy. 
It consists for the most part of apart- 
ments, although row houses’ are pro- 
vided in many projects. The develop- 
ments range in size from small groups 
of row houses of one and two rooms in 
Montgomery, Alabama, to the huge 
projects of New York and Chicago. 

A healthful environment is a basic 
feature of the new housing scheme. Each 
project will be well landscaped, with 
buildings occupying approximately 25% 
of the land, thus allowing for shrubbery, 
trees and lawns, and providing a maxi- 
mum of light and air for each dwelling, 
and free cross ventilation for each apart- 
ment. Community facilities, such as 
laundries, workshops and playrooms, 
frequently are included. 

The second step toward better hous- 
ing for the nation is one of a more diffi- 
cult nature. It is the achievement of 
a more far-sighted, orderly development 
of our municipalities, with adequate en- 
forcement of building laws and health 
ordinances. If public housing is to be 
developed to its logical conclusion, it 
must be treated as an integral part of 
a new, enlarged civic plan based on 
sound, sensible social engineering. 

A word as to what might be expected 
for industry from a concerted housing 
program certainly would not be amiss 
here. The Housing Division entered its 
original program with a budget of 
$150 000,000. This has been translated 
into fairly definite estimates of what 
materials will be needed for the erec- 
tion of the various authorized projects. 
The total program will provide approxi- 
mately 40,000 living units or dwellings, 
a number that is greater than the total 
residential units built by the private 


%See Unit Plans, Typical Room Arrangements, Site 
Plans and Details for Low-Rent Housing, Housing 
Division, Public Works Administration (Washington: 
Government Printing Office, 1935). 
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building industry in the 364 principal 
towns and cities of the United States 
in either 1932 or 1933. In itself, this 
shows the relative significance of the 
program to the building industry in its 
present condition. All materials to be 
used represent, in total items, heavy 
percentages of national annual produc- 
tion during recent years, auguring a 
substantial stimulus to industry and 
indirect employment. 


The Subsidy Question 


One question we must face in this 
matter of public low-rent housing is 
the matter of the so-called subsidy. Ex- 
perience during the past two years in 
this country has shown the necessity 
for some sort of outright contribution 
if rents are to be pulled down to effec- 
tive levels. Even with the 30% PWA 
grant now going to our developments, 
we cannot always reach the most de- 
sirable rent figures. European experi- 
ence has substantiated the necessity of 
a subsidy. 

We must be realists on this subject. 
We call it a subsidy for the Govern- 
ment to invest some of its money in 
this worthiest of social enterprises, but 
in fact we know it to be no subsidy at 
all. It is an investment paying social 


dividends which will endure long after 
the present moment has passed. Per- 
sonally I am in favor of such a charge 
against our national wealth, small as 
it is in comparison with the returns it 
will yield. 

It is apparent that if protection is to 
be afforded to legitimate investments 
in good commercial housing, yielding 
reasonable profits on the basis of rea- 
sonable rents, the management of pub- 
lic low-rent housing will have to exer- 
cise care in seeing to it that slum clear- 
ance projects are occupied only by those 
classes for which they are intended. If 
public housing is to be occupied by 
families who can well afford to pay high- 
er rents, it will defeat its own purpose. 
Tenancy obviously must be restricted 
to those who most seriously need it— 
namely, the present occupants of slums 
who are able to pay modest, but steady, 
rent. Under such conditions, our pub- 
lic housing can be productive of the 
greatest good, giving low-income Amer- 
ican families decent living conditions, 
with light, air, sunshine, clean streets, 
healthful surroundings and a chance to 
develop into normal and useful citi- 
zens. If we must spend public money 
to achieve this goal, then I am for such 
expenditure. 
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The Commonwealth and Southern Objective 
Rate Plan 


By F. A. NEWTON 


N OCTOBER, 1933, the Alabama 
| oe Company, an operating unit 

of the Commonwealth and Southern 
system, put into force a new plan of 
rates for residential electricity. The 
writer first brought this plan to the at- 
tention of the electric utility industry at 
the Convention of the Edison Electric In- 
stitute in Atlantic City on June 4, 1934. 
Since that time this new departure in 
rate-making, commonly referred to as 
the Commonwealth and Southern Ob- 
jective Rate Plan, has attracted nation- 
wide attention. The same plan and 
others of the same fundamental char- 
acter have subsequently been adopted 
by a number of companies throughout 
the country. 

Following the adoption of the plan 
by the Alabama Power Company and 
its approval by the Alabama Public 
Service Commission, the objective rate 
idea was extended to the Georgia Power 
Company and to The Tennessee Elec- 
tric Power Company, also operating 
units of the Commonwealth and South- 
ern system. It became effective in 
Georgia on January 1, 1934. 

In the contract entered into January 
4, 1934 between the Tennessee Valley 
Authority and the Commonwealth and 
Southern Corporation, Tennessee Elec- 
tric Power Company, Alabama Power 
Company, and Georgia Power Com- 
pany, The Tennessee Electric Power 
Company agreed to file with the Rail- 
road and Public Utilities Commission of 
Tennessee, simultaneously with the ex- 
ecution of the contract with the Ten- 
nessee Valley Authority, the same rates 
as had already been filed with and ap- 


proved by the Alabama and Georgia . 


Commissions. The new rates were ap- 
proved by the Tennessee Commission 
and became effective in the territory 
served by The Tennessee Electric Power 
Company on February 1, 1934. The 
objective rate plan and the rates speci- 
fied thereunder were thus approved by 
the Alabama, Georgia, and Tennessee 
Commissions, and by the Tennessee 
Valley Authority. The idea had been 
under consideration by the Alabama 
Power Company and the Common- 
wealth and Southern Corporation for 
some time before its adoption by the 
Alabama Power Company and for some 
months in advance of the passage of the 
Tennessee Valley Authority Act. The 
adoption of the plan by the Alabama 
Power Company preceded the announce- 
ment by the Tennessee Valley Authority 
of the T. V. A. rates. 

The three Companies—Alabama Pow- 
er Company, Georgia Power Company, 
and Tennessee Electric Power Company 
—are all operating units of the Com- 
monwealth and Southern system. The 
character of the territory served by the 
three companies and the operating con- 
ditions are very much the same. The 
companies are served, to a large extent, 
by an interconnected generating and 
transmitting system. Their rates, how- 
ever, were not uniform. It appeared 
very desirable to have them of a uni- 
form type and amount. 


Basic Considerations 


Four principal considerations con- 
fronted these companies. First, the 
reduction in rates had to be confined to 
an immediate reduction which the com- 
panies’ earnings permitted; second, it 
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was essential that the plan provide a 
highly promotional rate in order to 
build up the average sales per customer 
as fast as possible, particularly by the 
use of such appliances as the refriger- 
ator, range, and water heater; third, 
the plan had to be flexible and readily 
modified as conditions might demand; 
fourth, it should be a plan readily 
adaptable to any other operating units 
of the Commonwealth and Southern 
system and to any other electric utility, 
wherever located. 

It seemed very difficult to work out 
a plan which would meet all these ap- 
parently conflicting conditions. An im- 
mediate rate which would not reduce 
revenues unduly was not as promo- 
tional as desired. Or, expressed in 
another way, a rate possessing all the 
required promotional features would 
make too great a cut in earnings. A 
plan embodying successive reductions 
in a given rate, extending over a period 
of years, would not make the immedi- 
ate rate nearly as promotional as de- 
sired. A rate which might be low enough 
after three years to build up range, re- 
frigerator, and water heater sales did 
not solve the immediate problem. Some 
way had to be found to take care of the 
customers who wished to increase their 
use of electricity at once. Also some 
way had to be found to offer a rate 
which would promote increased use 
quickly, not at some time in the future. 
Furthermore, some way had to be found 
to accomplish these things and yet con- 
fine the immediate reduction in earn- 
ings within the necessary limits. The 
way to do these things was found; the 
result was the Commonwealth and 
Southern Objective Rate Plan. 

The Plan Described 


The objective rate plan, as adopted 
by the Alabama Power Company, the 
Georgia Power Company, and The Ten- 
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nessee Electric Power Company, pro- 
vides for two separate, distinct domes- 
tic rates which are effective coinciden- 
tally. One of the rates is designated as 
the “immediate rate” and the other is 
very aptly described as the ‘‘objective 
rate.” 

The immediate rate which was adopt- 
ed for the entire territory served by 
the three companies is: 

6.5c net per kw. hr.. .first 25 kw. hrs. 

sc net per kw. hr...next 35 kw. hrs. 
3c net per kw. hr.. .next 140 kw. hrs. 
1.5c net per kw. hr.. .over 200 kw. hrs. 

Minimum Bill—$1.00 net per customer 
per month. 


The objective rate is: 


$1.00 net per month per customer which 
includes 15 kw. hrs. per month. 

4.5c net per kw. hr...next 50 kw. hrs. 
2c net per kw. hr... next 135 kw. hrs. 

1% net per kw. hr.. .next 500 kw. hrs. 

Ic net per kw. hr.. .over 700 kw. hrs. 

The immediate rate displaced all ex- 
isting residential rates of the three com- 
panies. It meant a material reduction 
to the domestic customers of the three 
companies. As originally adopted, the 
plan provided that the immediate and 
objective rates should both be in force 
for a period of three years. It further 
provided that at the end of the three 
years the immediate rate would be elimi- 
nated, the objective rate remaining as 
the only residential rate. 

Base bills were established for every 
domestic customer for each month of 
the 12 months preceding the date of 
inauguration of the plan. These base 
bills were determined by computing 
each month’s consumption for each cus- 
tomer under the new immediate rate. 
Whenever the customer increases his 
use of electricity so that his bill under 
the objective rate is equal to or exceeds 
his base bill for the same month, the 
objective rate is automatically applied. 

In order to illustrate the application 
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of the plan, let us take as an example 
a customer of the Alabama Power Com- 
pany who used 50 kw. hrs. in February, 
1933. Computed under the immediate 
rate, his bill for 50 kw. hrs. would be 
$2.87, which is, therefore, his base bill 
for February. If in February, 1934, 
following the adoption of the new plan, 
the same customer used less than 50 
kw. hrs., he would be billed under the 
new immediate rate for whatever cur- 
rent he may have used. If the customer 
used exactly the same number of kilo- 
watt hours asin February, 1933 (namely, 
so kw. hrs.), he would still be billed 
under the immediate rate. When he 
increases his use, however, the new ob- 
jective rate enters into the picture. No 
charge is made for any increased use 
over the same month of 1933 unless 
such increase in use is sufficient to make 
the customer’s bill, figured under the 
objective rate, greater than the base 
bill for that month. 

This new plan of rate-making, with 
its immediate and objective rates, pro- 
duces a situation where customers re- 
ceive certain so-called ‘free current.” 
For illustration, a customer who may 
have used 100 kw. hrs. in February, 
1933 (computed under the immediate 
rate makes a base bill of $4.58) would 
secure 131 kw. hrs. under the objective 
rate for the same monthly bill of $4.58. 
Thus, the customer could increase his 
use 31 kw. hrs. in that month at no 
additional cost. This so-called “free 
current” varies in amount, depending 
upon the customer’s consumption and 
will range from 1 kw. hr. for consump- 
tion of 19 kw. hrs. per month to 438 
kw. hrs. for consumption of 1,000 kw. 
hrs. per month. Or, to put it another 
way, his bill under the objective rate 
for 1,438 kw. hrs. would be the same 
as his base bill under the immediate 
rate for 1,000 kw. hrs. 


_ plan. 
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The advantage and value of this so- 
called “free current” feature of the plan 
from a sales standpoint have been very 
material. As an illustration of this fea- 
ture of the plan, suppose a customer 
used 100 kw. hrs. in February, 1933 
and wishes to add a range and increase 
his monthly consumption to 250 kw. 
hrs. His additional cost for the added 
150 kw. hrs. would be $2.01, which is 
the difference between his base bill for 
100 kw. hrs. under the immediate rate 
and his bill for 250 kw. hrs. under the 
objective rate. This results in a very 
low rate for the added use—namely, 
1¥%c per kw. hr. 

As originally adopted, this Common- 
wealth and Southern plan provided that 
the immediate rate would be eliminated 
at the end of three years. The pro- 
cedure by which the immediate rate is 
eliminated is as follows: 

At the close of the first 12 months’ 


operation under the plan, all customers’ 


base bills were reduced 5%. At the 
close of the second 12 months’ period, 
under the plan, the base bills will be 
reduced another 5%. At the close of 
the third 12 months’ period, or three 
years after the adoption of the plan, 
the immediate rate will be cancelled 
and only the objective rate will remain 
in force. 

It is clear that under the application 
of the plan the companies would have 
no reduction in revenue from their do- 
mestic customers for the first 12 months, 
except the reduction caused by the im- 
mediate rate. In the second 12 months 
under the plan, the objective rate might 
effect a reduction of 5% which, however, 
would occur only in case none of the 
customers in the second 12 months’ 
period used more current than during 
the first 12 months’ period. The same 
thing applies to the third year of the 
It is apparent, therefore, that 
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under the Commonwealth and South- 
ern Objective Rate Plan, a company 
would have a period of three years in 
which to build up its sales under the 
objective rate while at the same time 
maintaining total domestic revenue at 
a base fixed by the immediate rate. 


Experience with the Plan 


The plan, with it objective rate, be- 
came effective in Alabama in October, 
1933, in Georgia on January 1, 1934, 
and in Tennessee on February 1, 1934. 
The experience of these companies clear- 
ly demonstrates the plan’s success. 

Comparing the years 1934 and 1933, 
we find the average price paid by the 
domestic customers of The Tennessee 
Electric Power Company reduced from 
5.77¢ to 4.13c per kw. hr., a reduction 
of 1.64c per kw. hr., or nearly 28%. At 
the same time, the average price paid 
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by the domestic user of electricity served 
by the Alabama Power Company was 
reduced from 4.62c to 3.84c per kw. 
hr., a reduction of 17%. The Georgia 
Power Company’s customers received a 
reduction from 5.16c to 4c per kw. hr., 
or 22%. For the three companies com- 
bined, the average rate paid by domes- 
tic customers fell from 5.18c in 1933 
to 3.99c per kw. hr. in 1934, a reduction 
of 1.19c or nearly 23% in one year. 
How customers of the three companies 
responded to the greatly reduced cost 
of electricity made possible by the ob- 
jective rate is evidenced by the fact 
that in 1934 the domestic customers of 
the Tennessee Electric Power Company 
increased their use of electricity from 
612 to 774 kw. hrs., an increase of 162 
kw. hrs. per customer, or 26% in one 
year (Chart I). At the same time, the 
domestic customers of the Alabama 
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Power Company increased their use from 
793 to 872 kw. hrs., an increase of 79 
kw. hrs. The Georgia Power Company’s 
domestic users stepped up their con- 
sumption from 796 to 879 kw. hrs., an 
increase of 83 kw. hrs. per customer. 
For the three companies combined, the 
use by domestic customers rose from 
734 to 843 kw. hrs., an increase of 109 
kw. hrs. per customer in one year. This 
phenomenal increase in use by domes- 
tic customers of the three companies 
was accomplished in but one year under 
the objective rate plan. 

This increased use of electricity by 
the domestic customers of the three 
companies was the result of greatly in- 
creased use of lighting, small appliances, 
ranges, refrigerators, and water heat- 
ers. All these things added greatly to 
the convenience: and comfort in the 
homes of these customers. The three 
companies combined increased the sale 
of refrigerators from 7,604 in 1933 to 
22,514 in 1934. At the same time, the 
sale of electric ranges rose from 2,049 
to 8,656. This represents the experi- 
ence of one year under the new objec- 
tive rates. 


The Territory Served 


It is well at this point to call atten- 
tion to the character of the territory 
served by the three companies. The 
Georgia Power Company serves nearly 
400 localities directly, in an area of 
approximately 50,000 square miles. The 
average population per community 
served is 2,270. At the close of 1934 it 
had 122,000 domestic customers. The 
Alabama Power Company serves near- 
ly 500 communities directly, having an 
average population of but 1,184 in an 
area of approximately 48,000 square 
miles. It has approximately 75,400 do- 
mestic customers. The Tennessee Elec- 
tric Power Company serves approxi- 


mately 94,200 domestic customers in a 
little over 400 communities, having an 
average population of only 1,262. Its 
service covers an area of approximately 
25,000 square miles. Obviously, the 
territory served is what may be termed 
“thin.” The Georgia Power Company 
has only three cities of over 50,000 pop- 
ulation on its lines; The Tennessee Elec- 
tric Power Company, only two cities 
exceeding that population; and the Ala- 
bama Power Company also has only 
two cities with more than 50,000 in- 
habitants. 

In the face of this “low density,” 
the small number of customers per mile 
of distribution line, the large percent- 
age of rural population, and the low 
average population per community, the 
record of these three operating units of 
Commonwealth and Southern with re- 
spect to residence rates is really re- 
markable. 


Criticisms Answered 


Some criticism of the plan has been 
expressed in various quarters on the 
ground that some discrimination may 
result from its application. Such dis- 
ctimination, if it does arise under the 
application of the plan, occurs in those 
cases where the customer already has 
in use one or more of the larger current- 
consuming devices, such as refrigerator, 
range, or water heater. However, this 
feature was given full consideration by 
the Company and by the Alabama Pub- 
lic Service Commission, which in its 
order approving the plan and the rates 
provided thereunder said: 


“It may be charged that under this plan 
some discrimination will result in favor of 
the present small user. If there is any basis 
for such view, our answer is that such con- 
dition will be temporary, and when all the 
facts and circumstances are considered, that 
this discrimination, if it exists, will not con- 
stitute an unjust discrimination. 
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“There are few, if any consumers who 
cannot take advantage of the plan and use 
increased quantities at a very low cost with 
great added convenience and profit. It is 
also clear that the only way in which the 
larger users may obtain lower rates under 
existing conditions is by increased use by 
the great number of small users resulting 
in a greater volume of sales by respondent. 

“The Commission is convinced that only 
in this manner can the public receive pro- 
gressively lower rates for residential service 
and at the same time leave respondent in a 
financial condition to maintain its credit 
and to meet its public requirements for ex- 
tension of service and maintenance of its 
system.” 


Under date of February 11, 1935, fol- 
lowing some 15 months’ experience, the 
Alabama Public Service Commission in 
an order for the investigation of the 
rates and charges of Alabama Power 
Company said: 


“In October, 1933, the Commission pre- 
scribed a new inducement form of rate for 
domestic service of Alabama Power Com- 
pany. The plan was an entirely new plan 
of rates and comprised two schedules: one 
designated as an “immediate” rate and one 
designated as an “objective” rate. 

“For reason that this system constituted 
an entirely new rate plan, the Commisstion 
watched the operation very closely, and 
after the plan had been available to residen- 
tial customers some six months, the Com- 
mission felt that the success of the plan 
justified its extension to the commercial and 
rural classifications. 

“The reports made to the Commission 
show that in each of the classifications to 
which it has been applied, the plan has 
resulted in adineansidiy lower rates to the 
customer and at the same time has enabled 
the Company to carry on and meet its 
obligations. 

“The results obtained in the residential 
classification after over one year’s trial in- 
dicates its success. One year after the adop- 
tion of this new rate plan, 66%, of the cus- 
tomers were being billed on the “Objective” 
rate, and 614% were receiving additional 
free electricity for their base bills. Approx- 


imately 2744% were being billed on the 
“Immediate” rate. Over one-third of this 
274%4% are new customers, so that more 
than 80% of the residential customers who 
were taking service when the new rate plan 
went into effect have been benefited by it. 
In addition to being advantageous to the 
customers, the rate plan has increased cus- 
tomer usage to a considerable extent. 

“The Commission is of the opinion that 
the Objective Rate Plan for residential serv- 
ice has progressed successfully.” 


Extension of the Objective Rate Plan 


Other companies which have adopted 
plans essentially the same as the Com- 
monwealth and Southern Plan are: 
Southern Sierras Power Company, Bir- 
mingham Electric Company, Texas Util- 
ities Company, Pennsylvania Power 
Company, Hartford Electric Light Com- 
pany, Carolina Power and Light Com- 
pany, Iowa-Nebraska Light and Power 
Company, East Tennessee Light and 
Power Company, South Carolina Pow- 
er Company, Illinois-Northern Utilities 
Company, Tennessee-Eastern Electric 
Company, Florida Public Service Com- 
pany, Tennessee Public Service Com- 
pany, Ohio Edison Company, and West- 
ern Colorado Power Company. 

Essentially the same plan has been 
filed with the New York Public Service 
Commission by eight New York com- 
panies serving the larger part of the 
territory outside Greater New York and 
Buffalo. 

The Wisconsin Commission has under 
discussion with the utilities of that 
State the adoption of a similar plan 
in all the 171 municipal and private 
utilities operating in Wisconsin. 

A number of utilities throughout the 
country are actively working on the 
adoption of a similar plan. It is ex- 
pected that its use will spread very 
rapidly during the next 12 months. 
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The German Back-to-the-Land Movement 


By KARL 


S IS usually the case with most 

major economic changes, the back- 

to-the-land movement in Germany 
grew very slowly out of many remote 
and incoherent psychological trends. 
When a movement reaches the stage of 
public appearance, it is often difficult 
to trace its various original components 
and their relative contributions. We 
know also that the decisive turn from 
vague currents of pending motions into 
a real movement is often caused by 
grave accidents which have little rela- 
tion to the genuine sources or actual 
propelling forces. 

Although the particular movement to 
be discussed here is still in its forma- 
tive stages, nevertheless it has changed 
the general attitude of Germans toward 
actual issues of daily politics and for 
that reason it seems to be worth while 


to try to uncover some of the percep-— 


tible roots of the movement. 
The Trek from Farm to City 


Looking back at the economic his- 
tory of Germany, we recognize the first 
beginnings of the industrial revolution 
shortly after the end of the Napoleonic 
wars, a period which lies only four gen- 
erations behind us. German heavy in- 
dustries—mining and the construction 
of railroads—were beginning to cause a 
steadily rising migration from the rural 
districts into the main industrial centers 
in the lower Rhineland, Saxony, and 
Silesia. Beginning with this period farm 
laborers and their families started the 
unceasing caravan toward the supposed 
freedom and opportunities for social 
betterment to be found in cities and in- 
dustries. Simultaneously with the be- 
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ginning of this industrial suction, caused 
by the lure of higher wages and greater 
personal liberty, the landlords and pro- 
prietors of big estates accelerated the 
exodus by exerting increasing pressure 
upon their dependent peasants. Sheep 
grazing was prospering and landlords 
were therefore greatly tempted to clear 
the land of the now unwanted peasants. 
This resulted in one of the rather irrep- 
arable accidents of great consequence 
in Prussia’s agrarian history—namely, 
the perversion of the originally well de- 
signed agrarian reform; instead of liber- 
ating the peasants from serfdom, several 
hundred thousand of them were expelled 
from their farms and homesteads. With 
the growth of cities, with rising wages 
and purchasing power, birth rates in- 
creased rapidly. Children meant addi- 
tional income for the newly arrived 
labor class. No one thought then of 
the danger of long-term unemployment 
or of the possibility that grown up chil- 
dren might be dependent upon their 
parents instead of supporting them. 
Agriculture remained technologically 
in a conservative state, but it became 
more prosperous under the ever widen- 
ing domestic market. The stage of 
grain exports was passed in the seven- 
ties; Germany -began to import increas- 
ing amounts of foreign-grown grain 
and other provisions, as well as feed 
supplies. This stage has some illuminat- 
ing sidelights. Until that time German 
farmers had advocated a liberal policy 
in foreign trade. They had no objec- 
tions to meeting foreign competitors on 
the markets abroad. However, when 
the domestic markets showed increas- 
ing quantities of foreign wheat and 
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barley as dominant factors in the price 
structure, the debates on the most de- 
sirable trade policy swung violently to- 
ward protectionism. 


After the victory in the Franco-Ger- 
man War of 1870 industry entered its 
golden age. Cities grew like mushrooms. 
The new industrial and commercial 
wealth spread its fertilizing influence 
upon agriculture also, until it enjoyed 
a most ideal condition on the domestic 
market—namely, rising purchasing pow- 
er, rising standard of living for the 
masses, and steady shifts into more ex- 
pensive and wholesome types of food. 
Energetic applications of more capital 
and the consequent intensification of 
cultivation made the wealth of German 
farmers grow. On the other hand, the 
increasing dependence on foreign mar- 
kets for the nation’s food supply weak- 
ened the political position of the farmer 
in the esteem of the urban population. 


The farmers complained incessantly 
about the shortage of labor supply, the 
unbearable competition of industrial 
wages, and the fact that the powerful 
industries picked the strong and intelli- 
gent men for their labor force and left 
the less desirable for the farm supply. 
Only the aged and the less intelligent 
laborers remained available for the 
farmer. For decades the Prussian House 
of Lords debated on the “flight from the 
farm and village” and on measures for 
preventing it. 


Causes of the Cityward Movement 


What were the magic magnets that 
pulled and lured families from the rural 
districts into the cities? What made 
towns swell to the size of cities and 
cities swell into metropolises? It is very 
unlikely that we shall find the key to 
the turn of the tide unless we first 
answer these questions satisfactorily. 
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One answer, of course, is supplied by 
a doctrine which predominated in social 
science for more than a century— 
namely, the economic doctrine based 
upon the materialistic conception of his- 
tory, that higher efficiency in industries 
permits them to pay higher wages and 
higher wages cause migration. The 
assumption lying behind this reasoning 
is that every man and every family 
consider it the unquestionable maxim 
of life to take first of all every chance 
to attain a higher income. The validity 
of such a general presumption and also 
the ability of man to abandon the once 
omnipotent command of materialistic 
endeavor have in the meantime been 
shaken by huge national experiments 
in other countries as well as by the 
back-to-the-land movement itself. 

But let us accept that questionable 
doctrine for the moment. If it were 
true that higher wages and material 
improvement made people migrate, this 
would have meant vice versa that the 
same or higher wages on the farm would 
have stopped the migration or even 
have reversed it. Actually, in all proba- 
bility such a policy would not have 
stopped it, as we shall discover later. 
Continuing our analysis of the material- 
istic reasoning, we have to face the diffi- 
culties of weighing and measuring the 
actual purchasing power of farm wages 
in comparison with city wages and this 
question leads into the problem of im- 
ponderable social standards and desires. 
There is first of all the difference in 
working hours. Although farm labor 
has its leisurely seasons during the 
winter, 10, 12, or even 14 hours a day 
in spring, summer, and autumn are not 
unusual. Even today duties in animal 
husbandry still keep a man occupied dur- 
ing seven days of the week. Furthermore, 
most of the work on the farm is stren- 
uous, requiring physical strength, and 
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is closely related to the inconveniences 
and hardships caused by bad weather. 

So much for the lot of the men on 
farms. What about the women? Some 
of the amenities in the daily life of the 
city housewife have ranked especially 
high in the estimation of potential mi- 
grants. Automatic water supply in- 
stead of hand-pumps or wells out-of- 
doors, sewerage and plumbing facilities, 
gas for cooking and light, not to men- 
tion electricity—all these have meant 
liberation from much of the drudgery 
of women’s work. These “modern im- 
provements” threw a golden halo around 
the silhouette of the distant city. Dis- 
cussions which the author has had fre- 
quently with farm laborer families, to 
whom the government has offered sub- 
sistence homesteads and who refused 
flatly to accept them, have disclosed 
that very often the real reason for mi- 
gration was the desire on the part of 
the wives to participate in the benefits 
of city life. They were the ones who de- 
cided ultimately whether the family 
would stay on the farm or migrate to 
the city. Anyone familiar with sani- 
tary conditions in farm-laborer houses, 
especially on the eastern estates, could 
not blame them. The material differ- 
ences between country and city in the 
most primitive requirements for the 
well-being of a family were too con- 
spicuous. 

But industrial centers offered still 
other attractions. Education and pro- 
fessional training were available for 
everybody in cities but not in the coun- 
try where the one-teacher school was 
the educational unit. Evening courses 
and adult education as well as the many 
vocational schools permitted free choice 
of a profession for the children, with the 
possibility of graduation into the skilled 
laborer or white-collar class. Medical 
service could be obtained at minimum 
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charges or in the many polyclinics with- 
out charge, while in the country the few 
physicians usually complainéd that the 
extreme thrift of the farm population 
in many cases prevented a timely call, 
thus leaving them mainly the sad duty 
of stating that it was too late; or, even 
if medical aid was called, the lack of 
means of communication often caused 
fatal delay. 

Last but not least, city life’ offered 
more vivid sociability, more popular 
amusements, and a closer contact with 
the broader life of the nation. Social 
class distinctions were less felt in cities 
because of the greater self-consciousness 
of the masses and the fact that social 
improvement was less limited. The 
ancient principle, “city air makes free,” 
had become a persuasive reality to the 
lower classes of country people. 

Very different reasons prevailed when 
members of the broad layer of the Ger- 
man bourgeoisie faced the problem of 
whither to go. To this group class pre- 
rogatives were more important in rural 
communities and country towns. In 
the country, to be a merchant with some 
wealth or a member of the intelligentsia 
meant the enjoyment of a somewhat 
prominent social standard and distin- 
guished social position, while the same 
family merged in a big city into more 
or less anonymity. But the economic 
chances to participate in larger measure 
in the rise of capitalism and the grow- 
ing cleavage between the progress of 
civilization in both spheres had enough 
appeal for the ambitious and bolder 
elements of these classes. Moreover, 
the mental distance between the rapid 
progress in the emancipated life in big 
cities and the narrow drabness of a col- 
orless provinciality grew steadily wider. 
All the truisms about country dwel- 
lers lost their validity because of the 
decay of the formerly vital rural idealism. 
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In religious questions, in arts, in the 
very simplest metaphysical concepts one 
was confronted with two different worlds 
—one conservative, on the defensive, 
and without any convincing power of 
persuasion; the other emancipating it- 
self willfully from the past and from the 
bondage of inherited ideals and pledged 
positively and deliberately to progress. 

What could have been more natural 
than the magic appeal of the metropoli- 
tan world to the energetic and most in- 
telligent part of the youth of the coun- 
try? 

This description may claim to have 
been correct for 1914 when a rather de- 
featist attitude prevailed as to the fu- 
ture of the country and its smaller 
commonwealths. In 1932 the entire 
situation was changed from the bottom 
up. What had happened? 


The Transition 


During the war with the dreadful 
effect of the blockade no part of the 
populace suffered more by famine than 
the inhabitants of the large cities, while 
the much disregarded and despised back- 
ward farmer was incomparably better 
off. The events of the revolution and 
the episodes of civil war in 1918 and 
1919 etched this discovery still more 
deeply into the minds of the city dwell- 
ers. One of the first decrees of the labor- 
ers’ and soldiers’ councils and one of 
the first laws of the National Assembly 
were aimed, therefore, at the distribu- 
tion of garden land, in order that every- 
body might raise some vegetables, po- 
tatoes, and small animals for himself. 
Rural economy, farming, and horticul- 
ture had suddenly regained a new pub- 
lic esteem. A nightmare of distrust in 
the intricate mechanism of a big city 
and in its functioning to provide a 
steady supply of fuel and provisions was 
weighing heavily upon every modern 
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“cliff dweller’—a distrust which has 
never since been dispelled. 

Four years of inflation (1919-1923) 
continued to drag any remaining feel- 
ing of security from beneath the feet 
of the discouraged homo urbanus. On 
the other hand, the despised and sland- 
ered half-forgotten man in the country, 
the farmer, the homesteader, the landed 
craftsman, in spite of his generally as- 
sumed backwardness, proved his great- 
er ability to endure the most upsetting 
national disasters. Inflation converted 
everything which meant capital or in- 
come into worthless bills of paper; but 
it was otherwise with “real goods,” 
which meant products or means of pro- 
duction. First and foremost, farms and 
farm products were considered as “real 
values.” The fact that urban real es- 
tate belonged in the same group of val- 
ues did not have the same importance 
in the public judgment, largely because 
of its concentration in comparatively 
few hands. 

During the recovery and prosperity 
period from 1924 to 1928 the cities and 
their basic industries gained strength. 
But just at that time the complete 
breach in the psychology and behavior 
of the masses of the citizens became 
apparent. 


Beginnings of the Back-to-the-Land 
Movement 


The German youth movement, which 
started about IgIo as a revolt of youth 
against the unemotional—and as they 
felt, anti-youthful—school and against 
the regime of uncontemporary parents 
and adults at home, gained the vigor 
and the persuasive power of a real pub- 
lic emotion. The “Wandervogel’” and 
later on the “Freideutsche Jugend,” 
both grown out of the emotion of the 
youth itself without any organization 
from above, represented the most pro- 
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gressive part of the intelligent youth 
and had the strongest reforming influ- 
ence upon the public attitude. Their 
“Wandern,” their habit of tramping 
and hiking, their way of breaking paths 
back toward nature, their exploration 
of the intimate charm of the landscape 
and the forgotten villages and farms, 
their discovery of rustic arts, handi- 
crafts, and folklore, their new spirit 
changed the psychology of the masses. 
Sports and every kind of physical cul- 
ture, as well as the mass exodus of city 
dwellers into the countryside at every 
week-end, gained momentum. It seems 
a fair statement that nowhere in the 
world are sports and physical culture 
to any similar degree so essential a part 
of the behavior of the masses as they 
are in Germany since the Republic. In 
comparison, the United States has no 
similar ‘“‘people’s sports,” because sports 
here mean more or less the public inter- 
est of spectators in the games of pro- 
fessionals and in the highly technical 
question of records and scores. The 
German white-collar class and especially 
the laboring class have taken up sports 
such as rowing, canoeing, swimming, 
mountain climbing, skiing, and bicycl- 
ing. Men and women participate whole- 
heartedly by the millions. All this new 
adventure tended to detract their in- 
terest from city “recreation” and nerv- 
ous use of leisure. It brought them into 
contact with the world and mentality 
of countryfolk which their fathers or 
grandfathers had left. 

At the same time the “Schrebergar- 
ten” movement swept the whole country. 
Its history goes back to the thirties of 
the last century, when that outstand- 
ing leader in public hygiene, Dr. Schre- 
ber, tried at Leipzig to overcome the 
misery of the youth in big cities by 
physical and ethical education. In 1864 
his friend, Dr. Hauschild, founded the 
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first school club and public playground. 
The teacher Gsell enlarged the plan. 
By the nineties the “Schrebergarten” 
had appeared in every big city. 

With the friendly aid of municipal 
administrations millions of people occu- 
pied a little garden within the city or 
in the “green belt” at the outskirts. 
They built a little cottage or bower, 
which provided a primitive shelter and 
a locker for their tools. The sight of 
tens of thousands of tiny little garden 
arbors scattered within and strewn a- 
round the cities, covering every square 
foot of idle real estate, is one of the 
characteristics of German cities today. 
Even from the airplane the well-planned 
layouts of roofs are visible, arranged in 
blueprint order. Nothing has been more 
instrumental in paving the way to a new 
manner of living than the realization in 
this generation of the nineteenth cen- 
tury ideal of the German pioneer, Dr. 
Schreber. 

When people began to cultivate their 
land with spades, when they acquired 
their first knowledge of legumes and 
flowers, of seeds and times for seeding 
and harvesting, they had unconsciously 
broken the circle of urban-mindedness 
which had kept them under its spell. 
Of course, to experience the return to 
contacts with nature, with flora and 
fauna, with growing and harvesting as a 
new adventure, one had to be emanci- 
pated first. The new interests brought 
the home-gardeners nearer to the men- 
tality of the farmer and the horticul- 
turist. Upon their own few square yards 
of earth they discovered a world where 
man gains contact with the elements 
of nature—earth, water, air, and fire— 
and where he has time to contemplate 
forces that lie behind those elements. 


The Effect on City Planning and Housing 
Widespread use of the “Schreber- 
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garten” could not but influence and 
transform city planning and housing. 
Although apartment houses have not 
been abandoned as a type of housing, 
their location and coordination with 
each other and with other buildings have 
brought about new arrangements. In- 
stead of the tight row of apartment 
houses forming shadowy canyons of 
narrow streets, city planners and archi- 
tects have begun to place the new apart- 
ment block amidst a large green square, 
open from all sides and having sufficient 
free land to permit gardens nearby. 
Economically this has been possible 
only by moving into suburban zones 
where speculation had not yet succeeded 
in exaggerating real estate values. Al- 
though this large-scale experimenting 
has changed the appearance of German 
cities markedly, it meant only the ini- 
tial skirmish. The real landslide of 


changes occurred as a result of the de- 


pression in 1929. The unfortunate eco- 
nomic policy of Chancellor Bruening 
which aimed at balancing the budget 
during that depression caused the most 
destructive deflationary circle, begin- 
ning with strangling turns of the tax 
screw and credit restriction, followed by 
declining prices, cutthroat competition, 
and rapidly increasing numbers of busi- 
ness failures, and ending with the un- 
avoidably rapid growth of unemploy- 
ment. Three years of this policy re- 
sulted in one-third of the population 
being unemployed. Germany had re- 
constructed and newly built the most 
powerful and progressive industry to be 
found anywhere in Europe, aided by 
the cavalierish spending of American 
investors. Suddenly the hard-working 
nation was confronted with the most 
upsetting and startling business condi- 
tion. Factories lay idle, smoke stacks 
failed to show a trace of smoke. Their 
laborers received, if they were lucky, 
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some 600 or 700 marks of dole a year, 
instead of the wage of some 2,000 marks 
they had received before. Six million 
people were unemployed and their ranks 
were swelling constantly. 

This was the situation after several 
years of depression. To live in a city 
apartment under such conditions is 
rather deadly, at least psychologically, 
if not entirely so physically. Millions 
of men able and willing to work were 
being laid off; feeling worse than super- 
fluous, in fact, a public burden, they 
could not help becoming demoralized. 
In spite of public care for bare physical 
needs, many of them committed suicide, 
because they had lost confidence in the 
necessity of and reason for existence; 
finally, they had lost their self-respect 
and their balance. 

I mention these well known facts be- 
cause the violent change in thinking 
and, beyond that, much of European 
politics today can be understood only 
from the point of view of that abyss- 
like experience, especially of the younger 
and now active generation. 

Since the early decades of the past 
century people have lived in the imper- 
turbable faith in the divinely given 
trend toward bigger and more efficient 
cities, toward the declining relative im- 
portance of agriculture, and toward the 
abandonment of country life. This faith 
is similar to their belief in evolution in 
natural history in the Darwinian sense. 
During the last depression this faith 
has been shattered, and finally lost or 
willfully abandoned. To be compelled 
to live in a city while unemployed drove 
sober and fine people into the ranks of 
radical agitators. In cities, nothing can 
be obtained except by paying the mar- 
ket price for it—whether it be fuel, 
light, a cord of wood, or food. There is 
no chance whatsoever to apply one’s 
own idle man power to creating even 
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partially the necessaries of life. 

This problem did not puzzle the simple 
minded and slow thinking brain of the 
German laborer very long. Large num- 
bers of them merely moved into a 
sphere where they could escape the des- 
tiny of degradation and could create 
something with their labor to supply 
their own needs. Probably a million or 
more married German laborers built 
their little shacks at the outskirts of 
the cities, began to cultivate a piece of 
land, and made themselves as comfort- 
able as the scarcity permitted. And 
how skilfully they did it! They cut 
their dwelling costs down to one-fourth 
or less of what they had paid before. 
They collected wood or grubbed out 
stumps in the nearby forests and thus 
saved their fuel. By gardening they 
produced some vegetables and berries. 
Sometimes a goat, usually some rabbits, 
fowls, or if possible a pig, gave a small 
supply of milk, eggs, and meat. Thus 
it was much easier to live through the 
stringent times on the dole. Nearly all 
these emergency settlements showed a 
fascinating pace of improvement and 
transition into solid permanent dwell- 
ing districts. 

Municipal administrations tried to 
prevent this migration, but in vain. 
Stress breaks iron and the despair of 
the masses forced its way out. Over 
night a real estate boom occurred. The 
founders of the cottage towns, the un- 
employed or part-time workers, rented 
farm land or forest land or even bought 
it on instalments. The rent or purchas- 
ing instalment was very low per lot, 
ranging from Io to 15 marks per month, 
but compared with the former value as 
farm land on an acreage basis it meant 
a rise often of 1,000% or more. In the 
neighborhood of Berlin one “morgen” 
(quarter hectare) could be bought at 
200 to 300 marks, inasmuch as one 
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bought something like 1,000 morgen as 
an average large farm. This price in- 
cluded buildings, live stock, and farm 
implements. When the demand for 
lots for cottages and bungalows started, 
a price of 1.50 marks per square meter 
was the usual average. This meant 
3,750 marks per morgen compared with 
the former price of 200 to 300 marks. 


This sudden and uncontrolled en- 
largement of most of the industrial 
cities at their outskirts was, however, 
only a minor issue compared with what 
happened in the matter of housing. 
When it became obvious that the un- 
bridled initiative of the masses had vio- 
lated most of the stubborn ordinances of 
the proverbially conservative housing 
police, deformed the layout of whole 
cities, and created grave future prob- 
lems for road construction, sewerage, 
and other public utilities, the most pro- 
gressive municipal administrations—e. 
g., those of Mannheim and Frankfurt 
—began large-scale planning of the so- 
called ‘“‘Stadt-Rand-Siedlung” (outskirt- 
settlement). Since the economic essence 
of this opening of a new frontier around 
the cities consisted in migration from 
districts with extremely high real es- 
tate values into remote districts with 
low priced land, planning had to begin 
with shielding the settlers against the 
hyenas of housing campaigns—the spec- 
ulators in real estate. The city admin- 
istrations procured the low priced land 
at wholesale and sold or leased it in re- 
tail at fair prices with a repurchase 
clause in case of alienation by the ap- 
plicant. They prepared remarkably 
good blueprints for inexpensive but 
modern, comfortable houses and _fur- 
nished them to settlers without charge. 
They bought high grade building ma- 
terials on a large scale and sold them 
at retail at cost. Some of the adminis- 
trations went still farther and organized 
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construction teams among the appli- 
cants under the guidance of a con- 
struction boss and built entire new 
towns with remarkable success. Strange 
to say, the major opposition to this 
progressive deal in housing came from 
the building-labor unions. 

While the unemployed tried to re- 
construct a safe basis of living for their 
families by moving into garden-and- 
house units, large numbers of the well- 
to-do bourgeoisie started a similar move- 
ment by buying land somewhere out in 
the countryside. They feared a new in- 
flation. In a nation with the painful 
experience of what inflation means still 
vividly in memory, the owners of sav- 
ings accounts and bank deposits reacted 
quickly. Many Germans felt that the 
only really safe investment lay in goods 
which carry their ultimate value in the 
service they give to the owner. As 


long as a piece of land is considered by 


its owner as a value in itself—namely, 
as a guarantor of a certain individual 
freedom and independence and a means 
to use leisure time sensibly—no changes 
in indexes of value can touch it. To 
own a plot of land in a quiet and beau- 
tiful landscape as remote as possible 
but easily accessible has recently be- 
come a widespread custom. A combi- 
nation of neighboring forests and navi- 
gable lakes or rivers is considered most 
desirable. The intelligentsia, the bureau- 
cracy, scholars, artists, and the white- 
collar class form the majority of this 
class of land buyers. After purchase of 
the land perhaps two or three years may 
elapse before construction of the house 
is begun, but the intention is to move 
permanently out of town. The habit of 
having a week-end or holiday country 
home has been given up in favor of the 
permanent dwelling outside the city. 
Within the next one or two decades 
the German landscape will have changed 
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its physiognomy distinctly. The con- 
centrated cities with their accumulation 
of buildings like a “stone box desert” 
will be widely dispersed. The former 
steep pyramid of real estate values and 
rents will be flattened down to a much 
wider base. Losses and radical depre- 
ciation at the center and rising values 
at the rim of the pyramid base have 
already occurred and will continue. 

The German housing structure is tend- 
ing more toward the typical English 
dispersion of housing all over the coun- 
try. Technical developments have 
cleared the ground for that retreat from 
the once magnetic center of the city. 
Germany has achieved during the first 
decade after the inflation a most per- 
fect coordination and integration in the 
fine meshed net of its electric distribu- 
tion system. This system provides low 
rates everywhere in the country. Elec- 
tric current and high grade appliances 
make automatic water supply, heat, and 
automatic washing facilities available. 
Telephone and radio connect the re- 
motest home with every other part of 
the country. 


What of the Farm Population Proper? 


Thus far we have given an abbre- 
viated general summary of the back-to- 
the-land movement in Germany. But, 
alas, we have forgotten the rural land 
itself, the German farmer, and agricul- 
ture. Here not so much change—at 
least change which can be measured 
statistically—can be recorded. How- 
ever, the most stirring change is the 
change in the attitude of the entire 
nation toward the agrarian population. 
To estimate the degree of this change 
it is necessary only to compare the 
status of the farmer today with his 
status in pre-war times or even in the 
period immediately after the war. At 
that time the public attitude toward 
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agriculture was very similar to that 
which prevails in American cities today. 
City people felt that farmers are chronic 
malcontents. Country people are al- 
ways complaining about their unbear- 
able burden of taxes and other duties, 
about the unfair competition on do- 
mestic markets, and about drought, 
frost, or floods. A cynical German 
proverb says: As long as the farmer 
complains, he does well; when he stops 
complaining, his condition might be 
startling. Farm politicians showed in 
public that agriculture was losing capi- 
tal all the time. No wonder that every- 
one felt agriculture to be a necessary 
evil, a luxury which the nation unfor- 
tunately had to maintain by subsidies. 
This psychological situation was an- 
chored in a profound inferiority of farm- 
ers compared with the corresponding 
arrogance of the townspeople. Only the 
Junkers were exempt from the feeling 
of rural inferiority and surpassed all in 
their contempt of mankind in general. 

How thoroughly the entire psycho- 
logical environment has changed can- 
not be indicated better than by the 
fact that a few years after the strong 
resentment of city masses against the 
farmers and the bootlegging of food at 
illegal prices, the German labor party 
inaugurated a super-protectionist agra- 
rian policy and gave subsidies to the 
German farmer which surpassed the 
most daring aspirations of former farm- 
er-party platforms. Agriculture and 
agrarian policy attained an entirely new 
foundation of thought. The retreat from 
the city reflected its romanticist back- 
ground and focussed attention once more 
upon the original model of family life, 
on professional work amidst nature, and 
upon farming. - Slowly but vigorously 
the townspeople nurtured the new con- 
cept that the farm population is the 
root of the physical and moral strength 


of a nation, that farming is the basic 
industry in preparedness for national 
defense, and that it is worth while to 
maintain the agricultural social and eco- 
nomic stratum even at great expense 
to the nation. It was quite natural 
that the National Socialist Government 
should try to eliminate the deep rooted 
inferiority of the German farmer and 
peasant once and forever by granting 
to an elite of about one million family 
farmers a new title “Bauer” and creat- 
ing a new code of honor for them by 
which they are raised to the level of a 
new nobility. 

Thus the ancient social stratific ition 
beginning with the noble lord and pass- 
ing down over the citizen to the lowest 
class of peasant has been reversed. Farm- 
ers are now considered theoretically and 
practically as the superior class and the 
superior stock to whom destiny has en- 
trusted more vital interests than to any 
other group. The elite of one million 
farmers have been exempted from forced 
sale by their creditors with the ex- 
pressed aim of maintaining their class 
as the elite and foundation of the na- 
tion. As visible symbols of this reform, 
the government is reviving old customs 
and folklore. Compared with this new 
policy the accomplishments of the Re- 
publican Government during the period 
from I9gI9 to 1932 lose their signifi- 
cance. During those years the Govern- 
ment created 57,457 new family farms 
by subdividing large estates and had 
enlarged 96,147 small holdings to the 
size of self-sustaining farms by selling 
to them land purchased from large es- 
tates. 


Implications of the Movement 


The back-to-the-land movement and 
the change in attitude toward agricul- 
ture have affected nearly every avenue 
of agrarian and other internal politics. 
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Lack of space prevents tracing its rami- 
fications farther. A glance at the situa- 
tion in most of the European countries 
seems to indicate a profound misinter- 
pretation when critics of recent Euro- 
pean economic developments speak of 
decay and undermined structure. In 
my judgment, the back-to-the-land 
movement, which is a European and 
not an isolated German event, is promis- 
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ing to create vast strongholds and im- 
measurable reserves against future de- 
pressions. If it is not considered too 
daring for me as a newcomer to this 
country, I might say that quite a bit 
of history will elapse before the United 
States will have acquired a similar bal- 
ance in the interrelationships among 
the different economic sectors and with- 
in the social structure. 





Rationalization Trends in the Electricity 


Distribution System of Greater London 
By SEVERIN PETER LANGHOFF, JR. 


HE dramatic in electricity supply 

is confined to the generation and 

high-voltage transmission of en- 
ergy. Massive turbines and lofty towers 
catch the eye and stir the imagination. 
The phenomenal developments in these 
primary phases of the industry have 
been dramatized to the virtual exclu- 
sion of the prosaic, but no less essential, 
facilities for retail distribution. Perhaps 
as a direct consequence of this visual 
appeal, progress in the electric utility 
business has, rather generally, been 
measured in terms of superpower plants 
and interconnected networks without 
reference to the administrative or tech- 
nical efficiency of the distribution de- 
partment. This is true of both the 
United States and Great Britain, but 
more especially so in the latter country 
where the recent “grid” development! 
has brought bulk supply into high-relief. 


With the near completion of the work 
of Britain’s Central Electricity Board in 
recasting the bulk supply system, the 
fact becomes patent that no appre- 
ciable rate reductions can be expected 
without a similar overhauling of the 
distribution structure. Just as the 
Electricity (Supply) Act, 1926, pro- 
vided for price control of bulk supply, 


1 Professor Melvin G. de Chazeau, in previous issues 
of this Journal (August, 1934, pp. 254-267 and No- 
vember, 1934, pp. 365-390), has very ably analyzed the 
bulk supply system of Great Britain. 

*Reference to the accompanying map (p. 139) 
throughout the course of this article will help the 
reader to keep clear the different areas discussed. 

3 The exact territorial limits of this study are those 
of the London and Home Counties Electricity District 
which was delimited in 1920 by the Electricity Com- 
Missioners as an economically compact unit. The 


District comprises approximately 1,797 square miles: 


as well as for construction of a high 
efficiency system, so reform in distri- 
bution must encompass both price con- 
trol and organization of supply. The 
scope of the present study is limited to 
problems concerning organization of 
supply in Greater London. 

The writer’s purpose is not to demon- 
strate the advantages which ration- 
alization of retail supply would bring, 
nor is he advocating any specific plan 
for rationalization. Rather, the object 
of this study is to examine, in relation 
to the existing situation, those activ- 
ities which have been directed toward 
effecting a comprehensive reorganiza- 
tion and which, thereby, make manifest 
a conviction that reorganization is nec- 
essary. 

While the hodgepodge of distribution 
agencies serving the metropolis is no 
more typical of the electricity situation 
in the whole of Britain than London 
itself is representative of the provinces, 
it does illustrate the obsolescent state 
of electrical distribution organization 
which besets many areas throughout 
the entire country. The London situa- 
tion is unique in its complexity.? Within 
the London and Home Counties Elec- 
tricity District,} an area somewhat 


rather uniformly distributed about Charing Cross as a 
center. It includes the whole of the Counties of London 
and Middlesex, and parts of the Counties of Herts, 


Essex, Kent, Surrey, Bucks, and Berks. From Hert- 
ford and St. Albans in the North it extends some 50 
miles to Dorking and Reigate in the South, and from 
Windsor in the West, more than 50 miles eastward to 
Greenwich. Within this area live more than 9,000,000 
persons consuming 1 /5 of the electrical output of Great 
Britain. The density of population within the County 
of London is approximately 37,600 per square mile 
and for the outer ring is approximately 2,800 per square 
mile. 
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smaller than the State of Delaware, 
energy is retailed by 85 supply under- 
takings.* Each, with a few exceptions,° 
is the sole distributor in its authorized 
area. Twenty-nine undertakings lie 
within the 116 square miles of the 
County of London. Of these, 13 are 
company undertakings; the remaining 
16 belong to local authorities. The 56 
undertakings which serve the 1,691 
square miles of the Electricity District 
outside the County are divided among 
27 companies, 28 local authorities, and 
the London and Home Counties Joint 
Electricity Authority (hereinafter re- 
ferred to as the Joint Authority). The 
aggregate fixed assets of all undertak- 
ings within the District equal approxi- 
mately those of the New York Edison 
and the Brooklyn Edison companies 
combined, i. e., between £100 and £110 
million. Energy at a frequency of 


50 cycles and declared pressures be- 


tween 210 and 240 volts is now avail- 
able in most parts of the District, though 
there is still considerable confusion of 
voltages among the “London Com- 
panies.’® 


Origin of the Hodgepodge 


The forces which shaped the present 
picture had their origin in Parliamentary 
discussions beginning as early as 1879, 
when Parliament, anticipating the rise 
of a new public service for supplying 
light and power, appointed a Select 


4In British terminology, which has been adopted for 
this article, all agencies authorized to generate and 
publicly distribute electricity are “supply undertak- 
ings.” This broad classification is divided into (1) the 
“local authority undertaking” and (2) the “company 
undertaking,” corresponding respectively to the Ameri- 
can “municipal utility” and “private utility.” (Cf. 
de Chazeau, op. cit., p. 258, footnote 8.) 

5 The London Electric Supply Corporation operates 
in the territory of several of the companies within the 
County of London, but about 80% of the Corporation’s 
output is taken by electric railways and 13% goes to 
power users. 

6 The expression “London Companies” is applied to 
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Committee to formulate guiding prin- 
ciples to be followed in the event that 
local authorities or public companies 
should seek authorization “to supply 
Light by Electricity.” 

The Committee’s recommendations,’ 
which cautioned that supply privileges 
should be closely guarded in the interest 
of the local authorities, were in essence: 
(1) ample statutory power to utilize 
public domain should be conferred upon 
local authorities for the construction of 
electric lighting systems, but such power, 
as yet, should be withheld from com- 
panies unless sanctioned by the local 
authority; (2) expansion of the elec- 
tricity business, if committed to the 
care of the gas companies, might be 
seriously restricted in an effort to evade 
competition; (3) experimentation by 
private interests should be encouraged;® 
and (4) in the event that the local au- 
thority waived the preference to control 
distribution, ‘any monopoly given a pri- 
vate company should be restricted to 
the short period required to remunerate 
them for the undertaking, with a re- 
versionary right in the municipal au- 
thority to purchase the plant and ma- 
chinery on easy terms.’’® 

“The short period required to re- 
munerate” the companies was fixed at 
21 years in the Electric Lighting Act,'° 
1882. To assure the local authorities 
of a self-contained system being avail- 
those company .undertakings within the County of 
London. 

7 “Report from the Select Committee on Lighting by 
Electricity; together with the Proceedings of the Com- 
mittee, Minutes of Evidence, and Appendix.” House of 
Commons, Sessional Papers, 1878-79, vol. 11. 

8 The reaction of a contemporary editor to this sug- 
gestion is pertinent: “Facilities are to be given to any 
private companies for making preliminary experi- 
ments; and no doubt such companies as have a fancy 
for being ‘sold’ at the finish on easy terms will begin 
operations at once.” “Parliament and Electric Light- 
ing,” 3 The Electrician 78-79 (July 5, 1879). 

9“Report from Select Committee on Lighting by 
Electricity, etc.,” op. cit., p. 4. 

10 45 & 46 Vict., Ch. 56. 
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able for purchase at the expiration of 
this period, the act forbade the inter- 
connection of systems. Almost im- 
mediately the aversion of private capital 
to 2I-year ventures became evident. 
The remedy was supplied by the amend- 
ing Electric Lighting Act," 1888, in 
which the franchise period was extended 
to 42 years. With this assurance private 
interests embarked upon the business 
of supplying energy, principally for 
lighting, in the Mid-London area. Few 
of these private ventures spread them- 


selves over more than a single borough - 


though there was actually no statutory 
restriction to their doing so. To expand 


into an adjacent territory not already’ 


served, the undertaker needed only the 
customary authorizing order. Once 
the surrounding territory was occupied 


by other undertakers, however, there - 


was no room for expansion because of 
the prohibition against mergers. As a 
result, today, we find the companies 
in the inner zone supplying relatively 
small areas, whereas certain of the ex- 
tra-London companies ” have progres- 
sively extended their limits outward 
with the expansion of the metropolis. 

By 1900 when Parliament had, at 
least partially, abandoned its concept of 
parochial supply in recognition of the 
technical advances and expanding pro- 
portions of the electricity industry, 
much of London had already been over- 
laid with a mosaic of independent under- 
takings. Consequently, the movement, 
which had opened with the century, to 
establish “‘power” companies of broad 
territorial scope, sliding-scale price con- 
trol, and perpetual franchises did not 
weave into a whole cloth the patch- 
work which had appeared during the 
previous decade. 


U 51 & 82 Vict., Ch. 12. 

2 Those companies which are outside the County 
of London but within the Electricity District. 

13 The statutory citations for these three acts are: 


Repeated attempts were made be- 
tween 1904 and 1908 to secure Par- 
liamentary approval for several different 
comprehensive schemes which, had they 
been properly executed, could have 
assured the metropolis of an efficient 
bulk supply system. While the basic 
idea of a comprehensive scheme was 
admirable, loosely drawn and uncon- 
vincing technical plans became easy 
prey to intrenched commercial and 
political interests. The deadlock was 
finally broken with the enactment of 
the London Electric Supply Bill, 1908, 
over extensive opposition from local 
authority undertakers who contended 
that bulk supply from the companies’ 
generating stations would not benefit 
them and who were obsessed with a fear 
that purchase rights would be inter- 
fered with. This act, taken jointly 
with two others passed subsequently," 
allowed the London Companies the 
privileges upon which, they had con- 
tended, economical large-scale produc- 
tion was contingent. Agreements be- 
tween authorized undertakers for mu- 
tual exchange of energy were to be per- 
mitted, and powers for laying con- 
necting mains were granted, but the 
amalgamation of undertakings was not 
sanctioned. These privileges were also 
extended to the local authorities sup- 
plying within the County of London. 
Probably of greater moment in shaping 
London’s future electrical configuration 
were the clauses which transferred the 
purchase rights over the London Com- 
panies from the local authorities to the 
London County Council. 


Creation of the Foint Authority 


Though agitation continued it was 
not until the World War had closed 


8 Edw. 7, Ch. clxvii (London Electric Supply Act, 
1908); 8 Edw. 7, Ch. clxviii (London Electric Supply 
Companies’ Act, 1908); and 10 Edw. 7 & 1 Geo. 5, Ch. 
cxl (London Electric Supply Act, 1910). 
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that Parliament again listened to the 
pleas for coordination. While the point 
of view of three committees" reporting 
on the subject was essentially industrial, 
had the recommendations of the Wil- 
liamson Committee been written into 
the legislation of 1919, not only would 
the need for a coordinated bulk supply 
system have been met but the ground- 
work for a rational and orderly reor- 
ganization of distribution agencies would 
have been laid. According to the report 
of the Williamson Committee, distri- 
bution systems should remain in the 
hands of their owners except as it was 
desired, or required by termination of 
tenure, to discontinue supply, where- 
upon a proposed District Electricity 
Board would acquire the holdings in 
exchange for, in the case of private 
undertakers, cash provided by issues 
of electricity stock, or, in the case of 
local authorities, a terminable annuity. 
Purchase rights would be transferred 
from the local authorities to the District 
Boards.” 

Set up as they were under the 
Electricity (Supply) Act, 1919, the 
Electricity Commissioners were vir- 
tually powerless to carry out the mission 
which the original bill, based on the 
recommendations of the Williamson 
Committee, had designated. After 
failing in their first attempt'® to con- 
stitute, by means of voluntary agree- 


“The Electrical Trades Committee (1917), the 
electric power sub-committee of the Coal Conserva- 
tion Committee (1917), and the Electric Power Supply 
Committee (the Williamson Committee) (1918). 

18 Report of the Electric Power Supply Committee 
(Williamson Committee), (London, 1918), p. 12. 

16 The objections of the London Companies and 
others to the draft order providing a technical scheme 
of reorganization for bulk supply were upheld in the 
Court of Appeal. (The King cv. The Electricity Com- 
missioners (Ex parte the London Electricity Foint Com- 
mittee and others), 1 K. B. 171 (1924). ) 

17 The London Electricity (No. 1) Bill, 1925, applied 
to the following companies: City of London, County 
of London, South London, and South Metropolitan. 


ment, a Joint Electricity Authority for 
the London area, the Commissioners 
reached a compromise with the opposi- 
tion—the protagonists of which were 
the London companies. The franchises 
of these companies were to expire in 
1931. The London County Council 
had been named as the purchasing 
authority in the Acts of 1908 and Igio. 
The companies drove a bargain with the 
Council and obtained the approval of 
the Commissioners. 

In the interest of the companies’ 
side of the compromise, two bills!” were 
promoted in Parliament. These bills 
provided for: (1) the extension of the 
companies’ franchises to December 31, 
1971; (2) the transfer of all property’ 
to the Joint Authority or its successor 
at the expirations of the renewed 
franchises; (3) a limitation of dividends 
on “ordinary share” capital to 7% (after 
1931) plus a bonus not to exceed % 
of the difference between the actual 
charges to consumers and the charges 
for the same supply at the “standard 
prices”; (4) permission, contingent 
upon the consent of the Electricity 
Commissioners, for amalgamation with- 
in the two groups of companies; and 
(5) the cooperation of the companies in 
carrying out the approved technical 
scheme of the London and Home 
Counties Electricity District. 


These are sometimes referred to as the “East End 
Companies.” The London Electricity (No. 2) Bill, 
1925, applied to the following companies: Brompton 
and Kensington, Charing Cross, Chelsea, London, 
Kensington and Knightsbridge, Metropolitan, Notting 
Hill, St. James and Pall Mall, Westminster, and Central 
(now dissolved). These are commonly known as the 
“West End Companies.” 

18 Property transferred is to be encumbered by only 
that amount of debt which could not reasonably have 
been amortized. To this end, sinking funds are re- 
quired which will effect (1) complete amortization 
before 1971 of any debt outstanding at the time the 
bills were enacted (1925); and (2) amortization of any 
debt against increases in assets at such rates as shall 
be approved by the Electricity Commissioners. 
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These bills were vigorously opposed 
by the Labour Party. When the ques- 
tion of franchise extension was raised 
before the House of Commons and a 
Labour Cabinet in the previous year 
(1924), the companies, it is said, would 
have accepted a 10-year extension, 
whereas in 1925, under a Conservative 
government, any period short of 40 
years would, they contended, make 
unprofitable the execution of their ra- 
tionalization scheme.!® An amendment 
to the bills, making the companies 
purchasable at the end of 1941, 1951, 
or 1961, at the option of the Joint 
Authority, was defeated by a vote of 
226 to 105. An amendment to reduce 
the standard dividend from 7 to 5% 
likewise met a Conservative negation.”° 
The opposition held that under the pro- 
posed bills, even should the rights of 
amalgamation be exercised, the County 
of London would remain split into three 
areas, two company areas and the 
municipals, for the next 45 years. The 
passage of the bills, however, was early 
a foregone conclusion, for not only was 
the Conservative sentiment definitely 
antagonistic toward municipal trading, 
but the increased price level of the period 


19 House of Commons, Parliamentary Debates, series 
5, vol. 183, pp. 2151-2174 (May 14, 1925). 

29 Tbid., pp. 2175-2190. 

*1 The London Electric Supply Acts, 1908 and 1910, 
specified purchase terms to be the same as those of 
section 2 of the Electric Lighting Act, 1888, which is 
the “then value” of the property. In the case of the 
Tramways Act, 1870—and it is probable that the 
same interpretation would hold for the Electricity 
Acts—“‘then value” has been defined as “such a sum 
as it would cost to construct and establish the tram- 
ways, deducting a proper sum in respect of deprecia- 
tion to their present condition, but taking into account 
the fact that the tramways are successfully constructed 
and in complete working condition and also making 
allowance” for miscellaneous costs. (Macassey, Edgar, 
Will's Law Relating to Electricity Supply (London: 
Butterworth & Co., 1932), 6th ed., pp. 153-154.) 

2 Mr. Herbert Morrison, Minister of Transport in 
the Labour Government, 1929-31, has characterized 


this enactment as the “result of a shameful deal be-. 
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had driven the probable purchase price 
to what the London County Council 
considered an unattractive figure.”! 

In exchange for a mild form of re- 
striction on their dividend payments, 
the London companies had gained a 
40-year extension in their franchise 
tenure and the privilege of amalgama- 
tion.” 

Aside from the immediate establish- 
ment of the London Power Company,” 
specifically provided for in the Act 
relating to the ““West End Companies,” 
no move was made to exercise the 
privilege of amalgamation among the 
companies until late in 1934. In No- 
vember of that year, the Central London 
Electricity Distribution Committee was 
formed “‘to prepare and carry into 
effect any scheme for improving the 
organization of the distribution and 
supply of electric energy within the 
County of London and adjoining coun- 
ties.’ The upshot of this Committee 
was the registration in February, 1935, 
of London Associated Electricity Under- 
takings which has as its immediate pur- 
pose the acquisition of 90% of the issued 
share capital of six “West End Com- 
panies.” While this company at its 
outset gives the appearance of a sheer 


tween the L. C. C. and the companies, whereby the 
companies were needlessly left in existence until 1971.” 
(Daily Herald (London), January 16, 1933.) 

23 The London Power Company, Ltd., to which the 
generating resources of the “West End Companies” 
were ceded, has built an excellent system consisting of 
five interconnected plants, each of which has been 
designated as a “selected station” by the Central 
Electricity Board. Such designation entitles the com- 
panies to purchase their bulk supply at “adjusted sta- 
tion cost” rather than at the “grid tariff.”” At the end 
of 1932, the total installed capacity of these five sta- 
tions was 631,000 kw. or % the capacity of the entire 
Electricity District. 

% The Financial Times (London), February 6, 1935. 

% These companies are: Brompton and Kensington, 
Charing Cross, Chelsea, Kensington and Knights- 
bridge, St. James and Pall Mall, and Westminster. 
The total assets of these companies amount to over 
£11,600,000. 
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financial holding company, it has the 
right ‘“‘‘to carry on the business of 
producing, storing, distributing and sup- 
plying electrical energy.’ ”* This may 
prove to be the nucleus of an extensive 
program for the unification of retail 
supply. 

Even before the Acts of 1925 had been 
given the Royal Assent, the Electricity 
Commissioners were able to secure Par- 
liamentary approval of an order?’ creat- 
ing the London and Home Counties 
Joint Electricity Authority. It is note- 
worthy that the establishment of this 
authority was one of four, out of a total 
of 13 proposed, which the Commis- 
sioners were able to obtain under the 
Act of 1919. The membership of the 
Authority is elected by the constituent 
bodies with representation in the fol- 
lowing proportions:”® 


Local authority undertakers. ...14 
Company undertakers 

County councils 

City of London 

Workers in the industry 

Railway Companies’ Ass’n 


The preponderance of municipal repre- 
sentatives is conspicuous. 

Pursuing their obligation under the 
1925 District Order, the newly created 
Joint Authority presented to the Com- 
missioners a report (1926) which is 
described as appearing “to envisage a 
system of loose-linking and a measure 
of technical control by the Joint Au- 
thority, presumably by agreement with 
the undertakers concerned, but did not 
formulate proposals showing how co- 
ordinated development in the various 


% The Financial Times (London), Joc. cit. 

27London and Home Counties Electricity District 
Order, 1925. 

28 Tbid., First Annex, Part I. 

29 Electricity Commissioners, Seventh Annual Report, 
1926-27, p. 134. 
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parts of the District might best be 
effected in the interests of the District 
as a whole.”?® 

Concurrently, the South East Eng- 
land scheme of the Central Electricity 
Board was under consideration. It was 
provided in the Electricity (Supply) 
Act, 1926, that where the technical 
scheme of the Joint Authority came into 
conflict with the scheme of the Central 
Board, the latter should prevail;*° but 
neither the powers nor the duties of the 
Joint Authority were amended by the 
Act so as to make it an integral part of 
the South East England scheme. Upon 
the publication of the scheme for this 
area, the Electricity Commissioners ad- 
vised the Joint Authority that the ex- 
ecution of certain major parts of the 
technical scheme, outlined in the Second 
Annex to the District Order of 1925, 
had been transferred to the Central 
Electricity Board but recommended 
that a new technical scheme be drafted 
to include transmission lines and trans- 
formers supplementary to the grid.*! 

The Joint Authority protested that 
if the scheme for South East England 
came into force, all significance would 
be removed from the main outlines of 
the technical scheme attached to the 
Order of 1925. But there was little 
point in contesting the more compre- 
hensive scheme of the Central Elec- 
tricity Board. Later, a plan to coordi- 
nate the generating stations and main 
transmission lines of the local authority 
undertakings failed to obtain approval 
of the Commissioners. 


Planning Reorganization—Distribution 
Areas 


Thwarted in its efforts to alter the 
bulk supply system, the Joint Authority 
has abandoned that field in favor of the 

30 Electricity (Supply) Act, 1926, section 19. 


31London and Home Counties Joint Electricity 
Authority, Proceedings, 1927-1928, pp. 12-14. 
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Central Electricity Board, its rightful 
incumbent, and has turned to recasting 
the distribution system. As the first 
step in its program to efface the paro- 
chial contours of the supply areas, the 


3 See accompanying map for outline of these areas. 
It is to be noted that only about half of the District 
has been included in the areas delimited. The estab- 
lishment of another area, indicated on the map as 


Joint Authority defined the boundaries 
of five local distribution areas (Map I). 
Each area comprises several independent 
undertakings, companies for the most 
part, which the Joint Authority plans 


“contemplated,” is being considered. Excepting the 


London Companies, for which coordination is outlined 
in the London Acts of 1925, all “problem” areas in- 
volving companies are dealt with. 





MAP I 
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London and Home Counties Joint Electricity Authority, Electricity Supply, 1932-3. 
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ultimately to amalgamate into a more 
efficient unit. At present, however, 
the areal boundaries appear to be 
drawn more with a view to facilitating 
acquisition by the Joint Authority than 
to operating efficiency. Since it was 
originally defined, the West Middlesex 
(No. 5) Distribution Area has been en- 
larged and subdivided.** The new area 
is known as the North-West Middlesex 
(No. 6) Distribution Area. The result 
is that each of the two areas is now more 
nearly homogeneous with respect to 
purchase-right dates and present cor- 
porate affiliations and control. The 
mean date of purchase-right maturity in 
the West Middlesex Area falls, roughly, 
in 1950, while for the North-West 
Middlesex Area the dates are rather 
evenly distributed on either side of 
1940.** Almost the entire West Middle- 
sex Area comprises undertakings which 
make up the “London Balfour Group”* 
of companies. Distributors in the North- 
West Middlesex Area, while they have 
no apparent corporate interrelationship, 
have taken their bulk supplies, either 
directly or indirectly, from the North 
Metropolitan Company. 

The typical procedure toward initiat- 
ing activity within each distribution 
area has been to assemble representa- 
tives of the local authorities concerned 
and of the Joint Authority for the pur- 
pose of discussing permanent organiza- 
tion. Out of each of these a Local Joint 


%Tondon and Home Counties Joint Electricity 
Authority, Proceedings, 1931-32, pp. 7-8. 

3 Memorandum presented to General Purposes Com- 
mittee of London and Home Counties Foint Electricity 
Authority, Schedule C, June 27, 1928. 

% This group consists of the parent company—the 
Metropolitan Electric Supply Company—and the fol- 
lowing six associated companies, virtually all the 
issued stock of which is owned by the parent company: 
Brentford Electric Supply Co. Ltd., Chesham Electric 
Light and Power Co. Ltd., Egham and Staines Electric 
Co. Ltd., Slough and Datchet Electric Supply Co. Ltd., 
Uxbridge and District Electric Supply Co. Ltd., and 
Windsor Installations Co. Ltd. The Metropolitan 


Advisory Committee has been organ- 
ized with one representative from each 
of the local authorities and three from 
the Joint Authority.* These com- 
mittees investigate and report to the 
Joint Authority local conditions in all 
phases of electricity supply. 

Since the areas were delimited, the 
results of the Joint Authority’s efforts 
have ranged from acquisition and actual 
operation of undertakings to open de- 
fiance and further intrenchment by 
certain local authorities. 


During 1931, and effective as of the 
first of that year, the Joint Authority 
acquired all properties of three com- 
panies operating in the Thames Valley 
(No. 1) Distribution Area and of three 
other companies operating in the Mid- 
Surrey (No. 3) Distribution Area. 
Each area has since been operated as a 
unit. The Joint Authority has ap- 
pointed a standing committee to super- 
vise the undertakings in close consulta- 
tion with the Local Joint Advisory 
Committees of the two areas concerned. 
As a result of the first three years 
(1931-1934) of operation the number of 
consumers increased 85.8% and the 
energy consumed increased 106.1%.*" 
The Joint Authority has been able to 
make substantial reductions below the 
rates of the previous undertakers and 
offers a two-part tariff which is uniform 
within each the inner and outer zone.*® 


Company also serves a territory outside of the No. 5 
area and within the County of London where it is one 
of the London Companies. 

3% London and Home Counties Joint Electricity 
Authority, Proceedings, 1930-31, pp. 5-9. 

37London and Home Counties Joint Electricity. 
Authority, Proceedings, 1931-32, p. 10 and 1933-34, 
p. 17. 

38 The domestic tariff for all uses comprises: (1) a 
fixed annual charge ranging from £ 2-0-0 upward with 
increasing floor area and (2) kilowatt-hour charges (a) 
for the summer quarters of 4 d. and 34 d. for the inner. 
and outer zones, respectively, and (b) for the winter 

(Footnote 38 continued on page 141) 
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The outer zone for the most part com- 
prises rural areas. Consumption is 
further stimulated by display rooms, 
“assisted” financing of house wiring, 
and through the offer of appliances on 
installment purchase and on rental 
terms. 

The efforts of the Joint Authority in 
the East Surrey (No. 2) Distribution 
Area have been less fruitful. In April, 
1932, the Joint Authority and the Urban 
Electric Supply Company reached an 
agreement as to the terms of a transfer 
of the Company’s holdings. The date 
of transfer had been set pending con- 
sent of the Electricity Commissioners. 
The Commissioners required a compre- 
hensive scheme for the entire area before 
considering the application. At the same 
time the Commissioners intimated to 
the County of London Company that, 
in view of the extensive holdings of that 
Company in the area, a proposal from 
them would be given equal considera- 
tion with that of the Joint Authority. 
In the meantime the County Company 
further strengthened its position by 
securing the extension of certain fran- 
chises in the distribution area under 
consideration. As a final blow to the 
aspirations of the Joint Authority to- 
ward concentrating purchase rights in 
the area, tentative agreements were 
made between the Wimbledon Borough 
Council and the adjacent local authori- 
ties served by the undertaking of the 
Wimbledon Council to extend the supply 
rights governing that undertaking. Con- 
sequently, the Joint Authority with. 
drew its proposal to acquire the Urban 
Company in favor of the County Com- 
pany. 

With a group of franchises held by the 
North Metropolitan Company in the 





(Footnote $8 continued from page 140) 
quarters of 34d. and 1 d. The same kilowatt-hour 
charges apply to commercial and small power uses but 


Middlesex (No. 4) Distribution Area 
about to expire, a Local Joint Advisory 
Committee was appointed to consider 
what arrangements should be made for 
future supply. Two of the local councils 
had agreed to sanction a transfer of the 
Company’s property to the Joint Au- 
thority, while two others had concluded 
agreements for continued supply from 
the Company. With the concurrence 
of the Local Joint Advisory Committee, 
negotiations between the “Northmet” 
and the Joint Authority have advanced 
toward an agreement under which the 
Company would obtain an extension of 
tenure in the area to 1971, in exchange 
for submission to sliding-scale price 
regulation. The provisions of the draft 
order which would, when approved by 
Parliament, seal the agreement between 
the two parties are similar to those of 
the London Acts of 1925. Hearings on 
the draft order have elicited strong com- 
plaints from the municipal authorities, 
who contend that they were not con- 
sulted in the negotiations between the 
Company and the Joint Authority. It is 
alleged that petty politics and a few 
piqued members of local councils who 
have not been able to obtain choice 
positions in the personnel of the Joint 
Authority are, in a measure, responsible 
for the agitation opposing the order. 
It is also to be noted that certain of the 
local authorities have been receiving 
annual payments of from £1,000 to 
£5,000, and possibly more, for fran- 
chises.*® In contra-distinction to the 
proposed course of action of the major 
opposition, the Edmunton Council, dom- 
inated by the Labour Party, threatens 
to exercise its powers of purchase by 
acquiring outright that portion of the 
North Metropolitan undertaking in the 
Council’s district. 


the fixed annual charges are based on installed capacity. 
39“Future of Electricity Supply,” Enfield Gazette 
and Observer, December 15, 1933. 
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The Local Joint Advisory Committees 
in the West Middlesex (No. 5) and the 
North-West Middlesex (No. 6) Distribu- 
tion Areas have been actively utilizing 
every means within their limited scope 
to promote lower rates and to prepare 
the way for unification of the supply 
system. The Local Committee of the 
No. 5 area, after refusal of the companies 
(the London Balfour Group) to enter 
discussions, have carried their case to 
the Joint Authority and the Commis- 
sions for counsel. Following discussions 
with the Local Committee, several of 
the companies in the No. 6 area have 
offered rate reductions. In the latter 
area the Joint Authority is conducting 
preliminary engineering and financial 
surveys preparatory to negotiations for 
the transfer of the companies’ holdings. 


Areas Outside the Existing Plan 


The six contiguous distribution areas 
thus far established by the Joint Au- 
thority occupy the whole, with the ex- 
ception of two undertakings,’ of that 
portion of the Electricity District lying 
within the counties of Middlesex, Buck- 
inghamshire, Berkshire, and Surrey and 
form a segmented ring around the 


40 The excepted undertakings, which serve the south- 
western corner of the district, are those of the Guild- 
ford Corporation (municipal) and the Woking Electric 
Supply Company. The purchase rights governing the 
latter have been transferred to the Joint Authority 
and negotiations with the Company will be initiated 
prior to the first maturity date in 1942. (From cor- 
respondence with Mr. F. W. Purse, Chief Engineer, 
London and Home Counties Joint Electricity Au- 
thority, December 19, 1933.) 

41 Two of the associate companies, the South London 
Electric Supply Corp. Ltd. and the South Metropolitan 
Light and Power Co. Ltd., and a portion of the parent 
company lie within the County of London. The re- 
mainder of the “County Company” and the following 
associates operate in the extra-London territory of the 
District: West Kent Electric Co. Ltd., Chiselhurst 
Electric Supply Co. Ltd., Horley and District Elec- 
tricity Supply Co. Ltd., Sevenoaks and District Elec- 
tricity Co. Ltd., Kent Electric Power Co., Rich- 
mond (Surrey) Electric Light and Power Co. Ltd., 
and Wickford and District Electricity Supply Co. Ltd. 


County of London. Interlocking with 
the Joint Authority’s areas in the south 
and extending easterly and northerly 
around the District to virtual closure of 
the ring are the undertakings of the 
County of London Electric Supply 
Company and its associates.“1 With 
the extension of several franchises in the 
East Surrey (No. 2) Distribution Area, 
the County Company Group has little 
to lose by compulsory purchases until 
after 1950. Several of the companies 
in the group have demonstrated an 
aggressive spirit in the extension of 
service to rural areas.*2 These facts, 
together with the gesture of endorse- 
ment from the Electricity Commis- 
sioners in approving the Company’s 
acquisition of the Urban Electric Supply 
Company over the protests of the Joint 
Authority, indicate that comparative 
freedom from the Joint Authority’s jur- 
isdiction may be enjoyed for some con- 
siderable time. 

The northernmost sector of the outer 
ring is served by the North Metropoli- 
tan Company.“* This Company serves 
an area almost as expansive, though not 
so densely populated, as that of the 
County Company. Rather than attempt 


The corporate status of the Urban Electric Supply 
Co. (Caterham), since its transfer to the “County 
Company,” is not known to the writer. 

In accordance with provisions of the County of 
London Company’s Act of 1927, the Company pre- 
sented to the Electricity Commissioners in 1928 pro- 
posals for the extension of electricity supply in the rural 
districts of Essex where the density of population is 
only slightly higher than for all rural districts in Eng- 
land and Wales. The submitted program of extensions 
was to be completed not later than 1934. An even more 
extensive program of similar nature has been under- 
taken by the West Kent and the Kent companies. 
(Electricity Commissioners, Ninth Annual Report, 
1928-29, p. 21.) 

48 The “Northmet” cannot be placed in the same 
holding company category with the County of London 
and the Metropolitan companies. It does, however, 
own the 100 £ 1 shares of voting stock of the North 
Metropolitan Power Station Company which supplies 
its bulk power requirements. 
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to absorb those portions of the “‘North- 
met” in which purchase rights will be 
falling due from time to time, the Joint 
Authority seems anxious to preserve the 
Company as a trustee which will con- 
tinue to operate the component parts 
until the undertaking may be acquired 
in its entirety. The ultimate acquisition 
date, as indicated by the agreement 
which both the Company and the Joint 
Authority are promoting in the North 
Middlesex (No. 4) Distribution Area, 
appears to be 1971. 

Immediately within the outer ring 
of undertakings and surrounding the 
London Companies at the heart of the 
Electricity District is an intermediate 
ring of 30 municipal undertakings. 
Seven other municipals are scattered 
about the southern half of the Electricity 
District near the borders. The majority 
of the undertakings in the intermediate 
ring were established at the close of the 
last century, not long after the estab- 
lishment of the London Companies. 
There has since been little change in the 
configuration of these areas.“ 

The hierarchy of municipal trade ad- 
ministration has at its top the elective 
council of the local authority. From 
this body a committee is selected to 
form the link between the local au- 
thority and the undertaking which it 
owns and controls. The committee 
may be compared to the board of 
directors of a company undertaking. A 
manager is chosen by the committee to 
direct the affairs of the undertaking, 
consulting the committee on major 
points of policy. Gross nepotic abuses 
have been eliminated through the re- 

“Five company undertakings have been acquired 
by local authorities. In 1900 the undertaking of the 
Metropolitan Borough of Hartford was transferred to 
“Northmet.” (London and Home Counties Joint 
Electricity Authority, Electricity Supply, 1931-32, pp. 
1-15.) Late in 1933, the Heston and Islseworth Council 


was seeking authorization for the sale of its electricity 
undertaking. The sale was opposed by the Labour 


quirement that the manager of an under- 
taking or the head of a department 
within an undertaking must be a member 
of the Institute of Electrical Engineers. 

The prospect of bringing the ring of 
municipals under a single distribution 
authority is indeed remote, despite the 
technical adaptability of so compact 
an area. Undertakings within the ring 
have for the most part been omitted 
from the six distribution areas which the 
Joint Authority has defined. Perpetual 
tenure of supply rights and local pride 
with a measure of political opportunism 
are the factors chiefly accountable for 
the perpetuation of the present system 
of distribution. The right of the under- 
taking to make contributions in the aid 
of local rates was once a factor of greater 
weight in this respect than it has been 
since the Act of 1926 further limited 
contributions.” Aside from the ration- 
alization of electricity supply the argu- 
ments are many for increasing the size 
of local government units. But the 
growth of larger units of local adminis- 
tration, according to G. D. H. Cole,“ 
will come as the result of experiments 
made first of all in the organization of 
such special services as electricity supply. 


Conclusions 


The Joint Authority, which has as- 
sumed the responsibility of promoting a 
more efficient distribution program, 
stands in an anomalous position. It 
was originally designed as an adjunct to 
the Electricity Commissioners to carry 
out the reorganization of the bulk 
supply system envisaged in the Act of 
Ig19. Protracted negotiations and op- 


element of the Council who contended that on the 
strength of the £ 11,000 profit of the previous year, 
rather than sell the undertaking, the price of electricity 
should be reduced. (Daily Herald (London), November 
I, 1933.) 

Electricity (Supply) Act, 1926, Fifth Schedule. 

© The Next Ten Years in British Social and Economic 
Policy (London: Macmillan Co., 1929), pp. 332-333. 
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position from existing undertakers pre- 
vented the establishment of the Joint 
Authority until immediately prior to 
the creation of the Central Electricity 
Board. The Central Board vested with 
coercive powers which the Joint Au- 
thority had been denied took over the 
task of recasting the bulk supply system. 
Thereupon, the Joint Authority turned 
toward the distribution side of the 
supply industry. The absence of co- 
ercive powers in the hands of the Joint 
Authority is as pronounced in the field 
of distribution as in the field of bulk 
supply. The Act of 1926 had con- 
tributed nothing to reinforce the powers 
of the Joint Authority nor to define the 
duties which it was now to perform under 
the newly created national plan. The 
progress of the Joint Authority in its 
efforts to recast the distribution struc- 
ture is closely analogous to that of the 
Electricity Commissioners in their efforts 
to recast the bulk supply system. Both, 
dependent upon the cooperation of 
individual undertakers, found only re- 
sistance forthcoming. 

Despite deep-rooted opposition, the 
Joint Authority has made progress. 
In an area of 190 square miles in Surrey 
the Joint Authority is doing a com- 
mendable service in the actual opera- 
tion of the distribution plant which it 
has acquired. Other areas have been 
defined in which it is intended that the 
undertakings will eventually be amal- 
gamated, thus creating a distinct dis- 
tribution unit. These distribution areas 
have been delimited in several instances 
so that undertakings within the given 
area fall under the influence of a single 
large company. Many local authorities 
have chosen to continue their relations 
with the existing undertakers in ex- 
change for a consideration rather than 
transfer their rights to a central repre- 
sentative authority in which they would 
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have an almost negligible influence. In 
order that amalgamation may be effected 
it is necessary that the purchase rights 
now vested in the local authorities be 
transferred to the Joint Authority and 
that no franchises be extended other- 
wise than in accordance with the pro- 
gram of the Joint Authority. Develop- 
ment along these lines is to be a slow 
process, however, unless the powers of 
the Joint Authority or some substitute 
body are extended considerably. 

The reorganization may follow one of 
three courses: (a) nationalization of the 
entire electricity supply industry; (b) 
compulsory amalgamation into both 
private and public units; (c) continua- 
tion of the present program of the Joint 
Authority with 1971 as the date for 
transfer of all undertakings to the 
Authority. 

Of the three, nationalization would 
afford the greatest acceleration toward 
thorough reform. It is included in the 
program of the Labour Party.” The 
opponents of such a plan are not alone 
the private interests. Rather than the 
vested interests, the most formidable 
obstacle to nationalization seems to be 
parochialism. The municipal traders 
have been exceedingly obstinate to- 
ward any move which would prejudice 
their autonomy. They must be per- 
suaded that efficient distribution systems 
cannot be made to conform to arbitrary 
political areas. 

A procedure less drastic than nation- 
alization is to recognize the cohesion 
existing within several different groups 
of private undertakings and, accord- 
ingly, to legislate compulsory combina- 
tion, at the same time compelling 
amalgamation of the municipal under- 
takings. The extra-London area, aside 


47 The Reorganization of the Electricity Supply In- 
dustry, published by the Labour Party, London, 1932. 
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from the local authority undertakings, 
might then become four large under- 
takings forming around the North Met- 
ropolitan Company, the London Bal- 
four Group, the County Company 
Group, and the undertakings of the 
Joint Authority. Each of these might 
absorb certain isolated local authority 
undertakings. Within the County of 
London all companies might be com- 
bined into one, with a possible sub- 
division into two undertakings with the 
Thames as the line of demarcation. 
Those local authority undertakings not 
absorbed into the company units might 
be united into undertakings of the most 
appropriate size. 

If the piecemeal reorganization by the 
Joint Authority is to be continued with 
any measure of effectiveness, all pur- 
chase rights should be transferred im- 
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mediately to the Authority. This will 
enable the negotiation of agreements by 
which all company undertakings in the 
District will be transferred to the 
Authority not later than 1971. So that 
rationalization may be assured for 1971 
throughout the District, the Authority 
must before that time gain control over 
the local authority undertakings. 

A continuation of the Joint Author- 
ity’s policy of “muddling through” 
cannot be countenanced if Great Britain 
is to take seriously the drive toward 
rationalization which was begun with the 
Act of 1919. The Act of 1926 has pro- 
duced an excellent system of generation 
and primary transmission under the 
Central Electricity Board. Its counter- 
part, vested with sufficient coercive 
powers to coordinate the distribution 
system, is urgently needed. 





Some Fundamentals of Utility Taxation 
By C. WOODY THOMPSON 


66 HAT is the justification,” one 
may ask, “for a treatment of 
the problem of public utility 

taxation apart from the general subject 

of public finance?” If this separate 
treatment must be justified, it is not 
difficult to do. These public service 
industries have been successively singled 
out first for tax subsidies, then given 
tax exemption, later subjected to at- 
tempted uniformity, and now they are 
the object of special levies. Hence, an 
understanding of causes of the changing 
public policy toward these industries is 

quite essential to the formulation of a 

rational tax program which deals equit- 

ably both with them and with the 
general needs of government. 


The Tax Burden 


Apart from this historical approach, 
there exists today the problem of the 
tax burden, enough justification in itself 
for this special treatment.’ The electric 
companies pay from 12 to 15% of their 
income in taxes. In the year 1930, for 
instance, the average monthly income 
per telephone in the Bell system was 
$6.18. Of this, 46 cents were paid in 
taxes, 36 cents in interest, 84 cents in 
dividends. Stated another way, 74% 


1 For a complete discussion of the ways by which to 
measure the burden of taxes, see Simpson, Herbert D., 
“The Taxation of Public Service Industries,” 1 Fournal 
of Land & Public Utility Economics 44-70 (1925). 
Printed in part in Dorau, Materials for the Study of 
Public Utility Economics (New York: Macmillan Co., 
1930), PP. 495-511. 

2 For 1933, the Bell system shows total operating 
revenues of $872,406,227. Taxes amounted to $84,- 
880,862, or 9.6% of this amount. For 1934, the figures 
are $884,000,000 and $89,485,000, or a ratio of 10.1%. 

3 Figures for the Detroit Edison were printed in 13 
Public Utilities Fortnightly 571 (May 10, 1934), and 
here revised in accordance with figures sent by the 
Company early in 1935 to the author. 


of the gross receipts were paid in taxes. 
Since 1930, declining revenues and rising 
taxes have raised this ratio to approxi- 
mately 10%.? Street railways probably 
have the highest ratio, and, as will be 
discussed below, their tax payments are 
a serious burden. 

A few random samples will show the 
rising tax burden for other utilities. 
The Detroit Edison Company paid 
in 1929, 9.6% of its gross receipts in 
taxes ($5,436,000); in 1930, its tax bill 
($5,750,000) was 10.7% of gross; in 
1931, 11.7% of gross ($5,767,000) ; in 
1932, 13.1% ($5,775,000); and in 1933, 
12.7% ($5,289,000). In a signed ad- 
vertisement, the president of the Ala- 
bama Power Company stated that the 
tax bill for his organization has risen 
from 2.54% of gross receipts in 1922 
through 7.55% in 1928 to 14.25% of 
gross in 1933. The Consolidated Gas 
Company of New York City claims that 
it pays, in taxes, 17% of its gross re- 
ceipts. Paul S. Clapp, formerly Director 
of the National Electric Light Associa- 
tion, estimates that, for the year 1932, 
all utilities paid an average of 9.47% of 
their gross receipts in taxes.‘ If the 
reader will scan the figures for the 
Detroit Edison, he will observe one fact 

4 These figures are cited by Ulm, “Targets for Utility 
Taxation,” 13 Public Utilities Fortnightly 336 (March 
15, 1934). 

In the November-December, 1934, issue of the house 
organ of the Associated Gas and Electric System, 
The Associated Magazine, there appears on the inside 
of the cover a graphic statement of the tax burden of 
the Company, entitled “The Tragic Tale of Taxes.” 
It reads, in part: 

“Forty-four different kinds of taxes are levied upon 
companies of the Associated system .. . Taxes on 
Associated companies amounted to $10,966,000. . 
during the 12 months ended September 30, 1934, an 
increase of 26% during the 12 months and an increase 
of 68% since December 31, 1930.” 
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that is seldom mentioned by the critics. 
Note that the annual tax burden was 
reasonably constant during the years 
1930 through 1932, while the percentage 
burden rose from 10.7 to 13.1. Even 
1933, while witnessing some decline in 
tax payments, saw no significant decline 
in the percentage burden. This is easily 
accounted for by the marked revenue 
decline in the depression years of 1932 
and 1933.° In fact, this Company saw 
its annual gross receipts fall from $56,- 
568,000 in 1929 to $41,492,000 in 1933. 
The growing size of industrial sales 
by central stations has made them more 
susceptible to the ups and downs of the 
business cycle. Needs of government, 
on the other hand, are more inelastic, 
thereby causing, in these depression 
years, a smaller decline in taxes. The 
gross receipts declined 27%, whereas 
tax payments declined from 3 to 9%, 
depending on whether the base year be 
the maximum gross receipts year (1929) 
or the maximum tax payments year 
(1931). 

In this respect the rising tax burden 
is not confined solely to the utility field. 
Business generally has been faced with a 
mounting tax burden caused by greater 
declines in revenue than in taxes. And, 
unless something not now foreseeable 
happens, the utilities will find their tax 
burdens lighten as prosperity returns. 


5 The following table gives by years for the Detroit 
Edison Co., the receipts and taxes (in thousands) 
and their percentage relationship: 








Total Taxes Percentage 

of Taxes to 

Total Gross 
Receipts 


$5,436 9.6% 
5,750 10.7 
5,767 11.7 
5,776 13.1 
5,289 12.7 


Gross 
Receipts 
(in (in 
Thousands) Thousands) 








It stands to reason that revenues will 
rise faster than taxes—at least, they 
always have in the past. Unless new 
and burdensome taxes are devised in the 
near future, the lag between tax changes 
and revenue changes will work in favor 
of the utilities. Hence, some of the pres- 
ent tax burden, especially on the elec- 
trical utility, is temporary, a product of 
the lag arising out of the movement of 
the business cycle. 


The existing tax burdens upon public 
utilities, coupled with a widespread de- 
mand that this burden be increased, 
warrant an examination of the tax 
fundamentals which should guide public 
policy in the matter of public utility 
taxation. Too many people have un- 
thinkingly accepted the attitude so well 
expressed by a member of the Arkansas 
Legislature who said in defense of a pro- 
posed utility tax for school aid: “A 
tax on the utilities would not be a tax 
on the people.’’® How far is this a true 
statement and, if true, is such a situa- 
tion desirable? The author submits the 
following five tax fundamentals as yard- 
sticks for judging the above statement 
and formulating an intelligent public 
policy. 


Taxes Are a Cost of Operation 


The first significant tax fundamental 
to be borne in mind is that one of the 
costs of production is the share paid by 
business and industry to the support of 
government. This share—taxes—can 
no more be overlooked than can the 
wage bill, or materials cost. If a plant 
is able to cover all costs except taxes, 
it will wither and eventually blow away 
just as surely as if it covered all costs 
(including taxes) except, let us say, 
bond interest or rents on buildings. In 
the terms of the economist, four factors 


6 United States Daily, December 23, 1931. 
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share in the total distributable social 
income—land, labor, capital, and gov- 
ernment. Hence, the first fundamental, 
taxes are a cost of production and in 
the long run must be included in the 
prices charged for utility services and 
products. 

The legal right of a utility to charge 
its, tax payments to operating expense 
—in other words, its right to insist on 
rates high enough to cover all costs in- 
cluding taxes—is unquestioned, as a 
reading of the several cases cited below 
will demonstrate. As the Wisconsin 
Commission has so concisely stated, 
“the rates of a public utility to be 
reasonable and equitable, should pro- 
vide revenues sufficient to cover only 
operation, maintenance, taxes, deprecia- 
tion, and a reasonable return on the 
earning value.’’ This right to regard 
all taxes as costs applies not only to the 
ordinary levies, but to net income 
taxes. The United States Supreme Court 
has placed its definite approval on this.® 
Of course, as a matter of proper account- 
ing, the net income tax payments are 
charged against earnings and not as 
expense, yet in effect they are costs be- 
cause the net after taxes must be at 
least equal to the “fair return” required 
by the rule of Smyth v. Ames. To be 
specific, if a net before taxes be reason- 
able, but because of an income tax it is 
materially reduced below this level of 
reasonableness, rates must be raised 
(if they fall short of the full monopoly 


7 $0. Milwaukee Taxpayers Alliance v. South Mil- 
waukee, 2 P. U. R. 423 (1934). 

8 Galveston Electric Company v. Galveston, 258 U. S. 
388 (1922). See also Spiess v. Manchester Elec. Co. 
(Conn.), P. U. R. 1933 B 262. 

® This Supreme Court view on income taxes is not 
always freely accepted. The Washington Commission 
said: “This Department must perforce accept the law 
as declared by the highest court in the land.” (De- 
partment of Public Works v. West Coast Telephone Co., 
P. U. R. 1933 A 487.) The Wisconsin Commission has 
taken the occasion to point out some of the “absurd 
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price) to cover this tax. Thus, in effect, 
net income taxes are costs of opera- 
tion.? 

The Federal 3% tax on domestic and 
commercial electricity sales, but not 
industrial sales, illustrates this problem. 
In 1932 an act of Congress provided 
that such sales of electric current should 
be taxed at 3%, and it was usually 
plainly marked on utility bills. In at 
least one case, plain marking was so 
ordered for all electric companies in the 
state.'° Because of protest by various 
groups, in 1933 Congress transferred the 
tax from the customer to the vendor. 
Could this tax be passed to the customer 
in the face of the Congressional lan- 
guage? The answer is unequivocally 
“Yes.” This tax, as any other, may be 
charged to expenses. If its payment 
reduces net earnings below the “fair 
return” level, the company has full 
constitutional right to ask for and re- 
ceive a higher rate. The New York 
State Commission found a quick re- 
versal at the hands of the courts when 
it ruled otherwise." Other Commissions 
recognizing this tax as a proper item of 
cost are Missouri and Washington.” 


The Shifting of Taxes 


Of course, it must not be thought 
that every individual tax increase will 
result in an immediate rate increase. 
In some instances, the utility is charging 
its full monoply price and all the price 
changes in the world are futile. This is 


and inequitable” results which flow logically out of this 
position of the Court (Re Barron County Telephone 
Co., P. U. R. 1933 E 403). 

10 Re Federal Tax on Electrical Energy (Wis.), P. U. R. 
1932 E 508. 

11 Re Rochester G. & E. Corp., 4 P. U. R. 513; Re 
Rates and Rate Structures, 1 P. U. R. 113; New York 
Edison Co. v. Maltbie (N. Y. Sup. Ct.), 1 P. U. R. 481; 
Re Rates & Rate Structures, 2 P. U. R. 307. The first 
case, in spite of later citation, precedes the other cases. 

2 Dept. of Pub. Wks. v. Mataline Falls L. & W. Co. 
(Wash.), 3. P. U. R. 301; P. S. Com. v. E. Missouri 
P. Co. (Mo.), P. U. R. 1933 E 369. 
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shown more in detail below. Further- 
more, regulation cannot be made to 
operate so precisely that a fair return 
and no more will be earned. Actually, 
something more than a fair return is 
often earned and for one reason or an- 
other the excess is left undisturbed. So 
long as a new tax is not greater than 
this excess, it will leave present rates 
unaffected. In this case, the burden 
rests on the owners and is not, cannot, 
be shifted to the users. While this may 
be the result of a particular tax in- 
crease, it is not the rule and all addi- 
tional burdens, if it is economically 
possible, will be eventually passed along. 
A third factor may delay the shifting of 
new taxes—public relations. During 
periods of hostility such as came with 
the depression after 1929, it is often 
wiser to pay the tax out of returns than 
ask for increased rates. When the New 
York Edison Company asked in 1934 


for an increase of 8%+ to cover new 
taxes (Federal 3%, city 3%, and other 
new taxes), the City immediately pro- 


posed a municipal plant. Sometimes, 
therefore, public relations are better 
served by paying the tax, because to 
demand a constitutional right may 
result in ultimate economic annihila- 
tion.’ Eventually, however, these 
burdens will be shifted to users of the 
service. As the Washington Commis- 
sion has said: “Under effective regula- 
tion any tax imposed upon a utility is 
a tax upon its customers.”! 

It logically follows from the above 
discussion, therefore, that eventually 
all taxes paid by public service corpora- 
tions are shifted to the shoulders of 


Other cases on taxes as a cost of operation: Hagg- 
strom v. Walbach Telephone Co., Public Utilities Digest, 
1931: 242 (Nebr.); Scranton v. Water Service Co. (Pa.), 
P. U. R. 1931 B 149, 166; Logansport v. P. S. Comm., 
P.U. R. 1931 E 149, 191, 192 (Ind. Sup. Ct.); [/inois 
Bell Telephone Co. v. Gilbert, P. U. R. 1931 E 301 (U. S. 
Dist. Ct.); Dept. of Pub. Wks. 0. Wash. W. P. Co.- 


their customers. This holds even in the 
case of net income taxes. Thus, a cer- 
tain portion of the rates charged goes 
to pay the utility tax bills. If taxes are 
increased (other costs constant), the 
rate must be raised sufficiently to cover 
this increase. One must not conclude, 
however, that the problem is simply one 
of taxing the utility and letting it pass 
the tax along. Certain significant con- 
sequences of this shifting must not be 
overlooked. While the general proposi- 
tion that the utility tax burden is in the 
long run shifted to the consumer is 
true, it may not always be so. The 
street railway, for instance, because of 
various available substitutes, is often 
unable to shift more than a small por- 
tion of its tax load to its patrons. 

In the language of the economist, 
the intensity of demand for urban trans- 
portation service is relatively low. Asa 
consequence, this industry finds it can 
shift only part of its tax burden to its 
users, the unshifted portion being borne 
by its stockholders in the form of re- 
duced dividends. In all too many in- 
stances the tax burden has not only 
eliminated the stockholder’s equities, 
but cut into the bondholder’s invest- 
ment, in the form either of undermain. 
tenance or operation by a court receiver. 
Why does the street railway not exer- 
cise its constitutional right of charging 
a rate which covers this tax burden? 
The following illustration answers this 
question. A certain street railway 
system, let us suppose, is charging that 
rate of fare which yields the maximum 
gross operating income. Any other rate, 
therefore, would yield less revenue. 


(Wash.), 3. P. U. R. 16; Donnelly v. Consol. Water Co. 
(N. Y.), 3 P. U. R. 173; Illinois Commerce Comm. ». 
P. S. Co. of N. Illinois (Ill.), 4 P. U. R. 1; National 
City v. Sweetwater Corp. (Calif.), 3 P. U. R. 405; Dept. 
of Pub. Wks. v. Seattle Gas Co. (Wash.), 3 P. U. R. 423. 

4 Dept. of Pub. Wks. v. Seattle Gas Co., 3 P. U. R. 


423, 479- 
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The next higher charge would cause a 
traffic loss more than sufficient to offset 
the increases paid by the remaining 
patrons; the next lower charge would 
not attract sufficient additional traffic to 
offset the loss in revenue on existing 
patronage. Let it be supposed further 
that, under the existing rate, all operat- 
ing and fixed expenses (and, of course, 
taxes are thus included) can be paid and 
still there is left a 5% dividend on the 
common stock equities. 

It will be observed, however, that the 
slightest increase in costs, or decrease in 
demand, will seriously affect the com- 
pany because its rate stands at the 
point of diminishing returns—there is 
no margin of safety! What will happen 
if taxes are raised? Since the rate of 
fare is the full monopoly price, i. e., it 
yields the maximum revenue, fares will 
be neither raised nor lowered, because 
the company would then, in either 
event, be even worse off. Instead, this 
new and added burden will be passed to 
the stockholders in the form of reduced 
dividends, or, if that is insufficient, then 
the bond investment will suffer. Con- 
cisely stated, the new tax in effect con- 
fiscates part of the investment of the 
security holders. 

We must, therefore, qualify our con- 
clusions as to the shifting of utility 
taxes to read: any utility whose rates 
are something less than the point which 
yields the maximum revenue may shift 
its taxes to its customers. So long as 
this differential between actual rates 
and the maximum-revenue-yielding rate 
is more than enough to cover additional 
tax burdens—in other words, so long 
as new taxes do not force rates beyond 
this point of monopoly price—they 
likewise may be passed along. 

Except for the street railways, public 
utility rates fall something short of the 
point of diminishing returns. The high 


intensity (inelasticity) of demand for 
utility services, the result of a general 
lack of acceptable substitutes, and 
widespread use explain this situation. 
Thus, rates could be drastically raised 
before they would pass that point be- 
yond which gross revenue would decline 
with successive rate increases. As a 
result of this present ability of all but 
the street railways to pass along their 
tax burdens, we are inclined to dismiss 
their complaints of their tax burdens 
as having little, if any, merit. Such is 
not the case. In the first place, assum- 
ing production methods to be un- 
changed and no change in the numbers 
and quality of substitutes, every tax 
hike brings rates nearer to the point of 
monopoly price. Then, dropping our 
assumptions, the nearer rates are to 
this point, the more difficult it will be 
for a utility to meet significant changes 
in either demand or costs. 

Secondly, although taxes be entirely 
shifted, every rate increase, regardless 
of its cause, reduces output and thereby 
raises unit price. Thus, a tax will in- 
crease rates by more than the amount 
of the tax. This curtailing of the market 
has the social consequence of depriving 
the previous marginal user of his service. 
Were this fact carried to an extreme, in 
the absence of the counter force of im- 
proved technology, the availability of 
utility service could be materially re- 
duced, thereby depriving many per- 
sons of its benefits. 


Equality of Tax Burden 


One might logically argue on the 
basis of the above analysis that to 
widen the availability of its service the 
utility should be relieved of a part of, 
even all of, its tax obligation. To put 
the question boldly, should public utili- 
ties be tax exempt? Three choices are 
available in this matter of utility taxa- 
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tion: tax exemption, uniform taxation, 
special and burdensome taxation. Either 
of the extremes—exemption or special 
burdens—is manifestly unfair. As has 
been shown above, the imposition of 
special burdens, if it does nothing else, 
narrows the availability of utility service, 
often results in confiscation of part of 
the investment, and always is regressive 
in its burden.“ On the other hand, tax 
exemption or tax reduction, if accom- 
panied by a proper rate reduction, will 
widen the availability of the service. 
The question, however, cannot be 
controlled by this fact alone. In the 
first place, tax favoritism can be justi- 
fied only under exceptional circum- 
stances. Tax payments are as valid a 
cost of operation as wage payments and 
their remission (partial or complete) 
is a form of subsidy. Only in case of an 
imperative public need for the service 
in question should this favoritism be 
permitted. If tax remission is the meas- 
ure of bankruptcy or success, and if 
the public does not wish to own and 
operate the utility in question, then 
tax exemption may be countenanced as 
good public policy. In any case, how- 
ever, it is a subsidy. The several tax 
laws in Connecticut on the matter of 
taxation of street railways are here in 
point. In 1923, street railways in re- 
ceivership were given a tax abatement. 
In 1925, interest on back taxes owed by 
street railways was remitted if all back 
taxes were paid by July 25, 1927. The 
New Hampshire Commission has the 
power of granting tax exemptions to such 
street railways as are failing to earn all 
operating costs. This power may be ex- 
ercised at the discretion of the Commis- 
sion and presumably would only be used 
after a satisfactory showing that an 


5 A regressive tax is defined as one whose rate in- 
creases as the base decreases. Simply stated, to raise 
rates to pay special tax burdens is a disguised sales 


efficient management had exhausted 
every possible means of making ends 
meet. In 1931, for instance, such a tax 
exemption was granted to the Nashua 
Street Railway." 

The revival of public ownership since 
1933 and its emphasis on competition 
with privately owned plants rather 
than their acquisition raise the question 
of the fairness of forcing the taxed pri- 
vate units to compete with the at least 
partially tax-exempt public plants. If 
competition it must be, then good 
sportsmanship dictates that both con- 
testants have similar handicaps. In 
the second place, whatever reduction or 
exemption be granted simply raises the 
burden on other taxpayers. The needs 
of government are no less because of 
tax favors to the utilities. Thus, widen- 
ing the availability of utility service 
through tax favoritism narrows the 
availability of other non-utility goods 
and services. We conclude, therefore, 
that the third tax fundamental is that 
there should be substantial equality of 
tax treatment of all business enter- 
prises. Utilities should be neither 
favored by exemptions nor loaded with 
special burdens. 


Taxation according to Benefits 


The fourth fundamental concerns 
the theory by which utility taxation is 
justified. Whereas personal taxation is 
best justified in terms of ability to pay, 
this measure loses much of its vitality 
when applied to corporation and busi- 
ness taxes. As one writer has phrased it, 


“Ability is an attribute of the individual 
rather than of the corporation per se. The 
only disposition for the latter to make of its 
earnings, after meeting all requirements of 
the business, is to distribute them to the 
stockholders. It cannot spend or enjoy 


tax, bearing more heavily upon the lower income 
patrons. 
16 United States Daily, June 5, 1931. 
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them A large volume of corporate 
net income may be said to indicate great 
ability to pay taxes, but this obviously de- 
pends on the degree of concentration or 
diffusion of the stock. Two corporations 
may have equal net earnings, but if one has 
ten stockholders while the other has ten 
thousand, a given tax on the net earnings 
will have very different economic effects in 
the two cases”’.!7 


A better theory of corporate taxation 
is found in the benefits that corpora- 
tions receive from government. Though 
these benefits may be impossible of 
precise measurement, they are none the 
less real. The corporation is created by 
action of government and given powers 
and rights similar to those possessed by 
natural persons. It receives police and 
fire protection, and protection from 
foreign invasion. In short, the or- 
ganized force of society expressed through 
governmental agencies creates an en- 
vironment in which the corporation is 
able to flourish and do business. For 
these benefits, these businesses must 
pay and, in so far as the tax system can 
be made to do so, it ought to spread its 
burden uniformly over business and in- 
dustry, irrespective of utility or competi- 
tive status. 


Should Taxation Supplement Regulation? 


The fifth and last fundamental re- 
lates to regulation. Can a tax program 
be designed to supplement regulation, 
or are the two goals of revenue and 
regulation opposed to each other? In 
other words, if taxation be designed for 
regulation, what of its revenue qualities? 
In 1922, a committee of the New York 
Legislature proposed to make utility 
taxation supplementary to regulation. 
To quote directly :'* 

“The true function of a_public-utility 


tax under these circumstances is to supple- 
ment rate regulation. It should be so de- 


1 Lutz, Public Finance (New York: D. Appleton & 
Co., 1930). 2 ed., pp. 466-7. 
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signed that, in cases where several companies 
operate under the same controlled rate, as 
much as possible is recouped for the State 
from the profits of the companies which are 
so favorably circumstanced as to be able to 
earn more than a fair return. It should be 
so arranged, also, as to bring back into the 
public coffers in the case of all companies as 
large a share as possible of the profits aris- 
ing from the necessary inexactness of the 
rate fixing process.” 

This view of the New York Committee 
represents a widespread view and, his- 
torically, one which arose in the early 
days of no regulation or ineffective regu- 
lation. 

Is this position valid under present- 
day conditions? The best approach to 
this question lies in a thorough under- 
standing of the primary purpose of 
taxation, i. e., to raise revenue for the 
support of governmental activities. Reg- 
ulation looks to the securing of the 
best possible service at the lowest rate 
consistent with that service. Hence, 
the two goals of taxation and regula- 
tion are very different and not at all 
harmonious. To resort to taxation as a 
form of regulation implies that the usual 
regulatory machinery is defective—a 
highly debatable assumption. Further, 
such a use of the power of taxation may 
defeat its primary function of raising 
revenue. As the above quotation in- 
dicates, the principal purpose of taxa- 
tion under the above plan is to capture 
whatever excess profits may exist, re- 
gardless of their origin. Low profits or 
a lack of profits reduce or eliminate 
revenues, thus making such taxation a 
poor revenue producer. To make this 
tax a good revenue yielder, it might 
easily lead its administrators to relax 
their vigilance in the matter of lowest 
possible rates. Not the least objection 
lies in the proper theory of taxation— 
benefits. To make taxation a “supple- 


18 Report, Legislative Document 72, p. 111. Quoted 
in Dorau, op. cit., pp. 482-3. 
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ment to rate regulation” throws too 
much emphasis on net income taxes. 
This type of tax as a prime source of 
taxation serves best neither govern- 
ment nor business. Its yield is too 
fluctuating; it bears no relation to 
benefits. 

It must be conceded, in passing, that 
one point of the New York suggestion 
has merit. In those utilities, such as car- 
riers, where a common rate is essential, 
the stronger and better situated groups 
will earn in excess of the fair return 
level. Any method of recapture of 
these excess earnings is desirable, but 
the problem is not easy. The practical 
unworkability of the recapture pro- 
visions of the Transportation Act of 
1920 led to its repeal in 1933, and there 
is no reason to believe that the instru- 
ment of taxation could do this task any 
easier. A genuine recapture of excess 
earnings involves the two problems of 
valuation and rate of return and can- 


not be sidestepped through use of taxa- 
tion in lieu of direct recapture. 


Our fifth fundamental is: The pur- 
poses of taxation and regulation aie so 
different that any attempt to make 
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taxation supplementary to regulation is 
likely to destroy the primary purpose 
of taxation—the raising of revenue to 
finance the essential operations of gov- 
ernment. 


Conclusion 


The next step in a discussion of utility 
taxation calls for an analysis of present 
taxes and their conformance to these 
fundamentals. At this time, space for- 
bids such an analysis, but suffice it to 
say the major characteristic of present 
tax systems is the excessive burdens 
railroads and utilities bear compared 
with other business corporations. To 
call the present tax laws a “‘system” is a 
misnomer; they are simply one statute 
heaped on another until there exists 
today a jumble of taxes explainable 
only on the basis of historical oppor- 
tunism. The most essential reforms 
would be first to integrate the present 
chaotic tax conditions in terms of a 
predetermined tax pattern based on 
some. theory of tax justice, and the 
creation of adequate machinery to make 
this new pattern a reality in actual 
operation. 





Possible Modifications of Urban Land Policies 
in America“ 


By HAROLD S. BUTTENHEIM 


tation; overcrowding embracing 

underdevelopment; beauty con- 
sorting with blight; boom breeding 
bankruptcy—these are some of the wild 
orgies which for many decades have 
been stimulated by the policies, or lack 
of policies, of our national and local 
governments in relation to land. 

In tackling the bold task of propound- 
ing possible modifications of urban 
land policies in America, I shall assume 
that the ideal to be sought is not merely 
the purging of these primitive orgies, 
but the conserving and enhancing of 
the real joys of a civilized community 
life. 

For readers of this Fournal no de- 
tailed delineation of the shameful pic- 
ture just sketched can be necessary. But 
before turning our thoughts to con- 
structive remedies, curiosity may steal a 
glance or two at typical incidents of 
our inglorious past: 

First, a quotation from that astound- 
ing compilation, The Great American 
Land Bubble, by A. M. Sakolski: 


“As a suburban real estate development, 
the Van Sweringen venture is the outstand- 
ing success of its kind. In 1900 the land was 
appraised at $240,000. In 1924 it was valued, 
without buildings, at $30,000,000. Its pro- 
jectors became nationally famous. They 
were greatly encouraged. They extended 
their real estate operations into the city of 
Cleveland. Here they encountered some 
competition. The Nickel Plate Railroad, 
in contemplation of the construction of a 
terminal, was buying up land in their neigh- 
borhood. And Cleveland needed a Union 
passenger station. 


Racca: ers enticing exploi- 


*Based on a paper recently presented before the 
American City Planning Institute. 


“This gave the Van Sweringens an idea. 
Because the Interstate Commerce Com- 
mission had ordered the New York Central 
to part with the ownership of the Nickel 
Plate, the railroad could be bought. They 
offered to buy it. The bid was accepted, 
and partly with their own capital, and partly 
with borrowed funds, they graduated from 
real estate developers to railroad magnates. 
But they continued to buy up Cleveland 
real estate and construct magnificent build- 
ings. What is more, they continued, on a 
still larger scale, to buy up and develop 
railroads. All this was well and good. Their 
names became bywords for successful rail- 
road combinations. Wall Street gave them 
assistance and ‘Van Sweringen babies’ 
were jerked up to high price levels among 
railroad shares. Moreover, their own se- 
curities, by means of which they financed 
their manifold railroad acquisitions, were 
eagerly absorbed by investors and specu- 
lators. ‘ 

“Then the 1929 crash came! It drasti- 
cally shrunk the value of their real estate 
and their railroad shares. 

“The final outcome is still in the lap of 
the gods!” 


And a quotation from Arthur Pound’s 
The Golden Earth: The Story of Man- 
hattan’s Landed Wealth:? 


“Peter Goelet was an importer of hard- 
ware and cutlery with a shop in Hanover 
Square. He profited at his trade during the 
Revolution and later became interested in 
local shipping, with a wharf and yard on 
Exchange Slip for the accommodation of 
market boats. In 1796, when the Council 
considered filling in the slip, Goelet objected 
on the ground of his fixed investment and 
because he had leased certain holdings there 
to owners of market boats dependent for 
their livelihood on this trade and location. 
Thirteen years later the wharfage rights 
were surrendered and the slip was filled in, 
to the landlord’s considerable benefit. 


1 New York: Harper & Bros., 1932, p. 178. 
2New York: Macmillan Co., 1935, p. 295. 





21eS 


1 idea. 
Com- 
entral 
Nickel 
They 
epted, 
partly 
| from 
nates. 
veland 
build- 
ona 
=velop 
Their 
] rail- 
them 
abies’ 
mong 
yn se- 
anced 
were 
specu- 


lrasti- 
estate 


ap of 


und’s 
Man- 


hard- 
nover 
ig the 
ed in 
rd on 
on of 
yuncil 
ected 
+ and 
there 
t for 
ition. 
ights 
d in, 


MODIFICATIONS OF URBAN LAND POLICIES 155 


“This shrewd merchant died worth $400,- 
000, part of his estate being a farm north of 
present Fourteenth Street, with frontage 
on Bloomingdale Road, present Broadway. 
His sons followed his habit of buying ahead 
of the crowd, becoming early purchasers of 
uptown lots. The most important purchase 
was of eighty lots in various cross streets 
above Forty-second Street between Fifth 
and Sixth Avenues. These cost about $600 
a lot, or $48,000 in all. In 1911 Myers 
estimated their value at $15,000,000. The 
ironmonger’s farm had become the center of 
the city with the opening of Fifth Avenue 
and the movement of the better class retail 
trade northward along that channel. For 
years the heavy rentals from these proper- 
ties received almost miserly care from a 
bachelor descendant, who left his two 
nephews in such excellent position that they 
were worth about $80,000,000 each when 
they died about the turn of the last century, 
not all of it in land. Ten years later the com- 
bined fortunes of the four heirs of Ogden 
and Robert were rated at $200,000,000. 

“A daughter of Ogden Goelet married the 
Duke of Roxburghe. From ironmonger to 
duke in five generations! The golden earth 
of Manhattan has sprouted many a coronet. 
As the curate said at his lord’s table, 
‘Blessed be rent.’ ” 


Many similar instances of anti-social 
land policies could be cited, but my 
present task must be merely to con- 
sider the most common types of such 
exploitation and to suggest practical 
remedies. Specifically we need: 


I 


The Rewriting of Zoning Ordinances 
to Prevent Land-Overcrowding and to 
Provide a Rational Relationship between 
the Space Allotted to Residential and to 
Commercial Purposes. 


The fantastic degree of congestion 
possible under most of our zoning or- 
dinances is illustrated in a recent study 


3 The best known instance is the California case of 
Hadacheck v. Sebastian, which went to the Supreme 
Court of the United States, 239 U. S. 394 (1915). In 
that case an establishment for the manufacture of brick, 
existing as a non-conforming use in a residential dis- 
trict, was ordered discontinued, the extraction of the 
clay from the soil being still allowed. Other decisions 


by Frederick L. Ackerman, Technical 
Director of the New York City Housing 
Authority. As reported by Mr. Acker- 
man in the October, 1934 number of 
The American City: 

“If New York City were to be built up to 
the full density permitted under its zoning 
ordinance, with no new building over 600 
feet in height, the capacity of the residential 
districts would be approximately 77,000,000, 
while the commercial districts would pro- 
vide for a working population of 344,000,000. 
In certain older sections of Manhattan and 
Brooklyn specially studied, about 900 years 
would be required for the land now used 
for business to be built up to the maximum 
bulk permitted by the zoning law, at the 
same rate of increase as obtained for the 
city in the ten-year boom period after the 
war.” (p. 50.) 


If, as statisticians predict, we are 
approaching a practically stationary 
population of about 150,000,000 in the 
United States, the future growth of 
cities will come not by births from 
within and by immigration from abroad, 
but by the building of such spacious, 
sanitary, and pleasant communities as 
will attract residents and factories from 
cities where congestion and squalor con- 
tinue to prevail. City planning and 
zoning are now quite firmly established 
as legal devices for controlling land 
uses in the public interest. We need to 
make them intelligent and efficient, as 
well as legal. 

This will involve not merely a re- 
vision of our controls of future develop- 
ment, but a bold attack on existing 
non-conforming uses and on uses which 
will become such under our revised 
ordinances. With some court decisions 
sustaining the removal of non-conform- 
ing uses,* the nation-wide extension of 


holding that non-conforming uses may be compelled 
to remove from the district are State ex. rel. Dema 
Realty Co. v. McDonald, 121 So. 613, 168 La. 171 
(1929) (in which certiorari to the United States Courts 
was denied; 50 Supreme Court Reporter, 27) and 
Same v. Facoby, 123 So. 314, 168 La. §71 (1929). 
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this power would, I believe, be less 
difficult than was the general acceptance 
of the zoning principle itself a few years 
ago. 

It has been assumed that, because 
certain skyscrapers and other structures 
already exist which exceed desirable 
height and density provisions, the entire 
area in which they are located must be 
so zoned as to give other Jandowners 
similar privileges to render disservice to 
the public. Why cannot this problem 
be met by rezoning our cities for ra- 
tional spaciousness, and by so adjusting 
our tax laws that land shall be assessed 
on the basis of its highest permissible 
use, with an added assessment for more 
intensive existing uses during con- 
tinuance of such uses? 

Such a coordination of zoning and 
tax laws would facilitate the clearance 
of overcrowded slum areas. If we were 
to rezone such areas for more open 
development, land prices for new hous- 
ing would be forced down; and existing 
assessments might be continued on 
non-complying landowners as long as 
their congested tenements are allowed 
to be occupied. 


I. 


More Effective Control over the Plan- 
ning and Development of Real Estate 
Subdivisions 


_On this and other important phases 
of our problem there is much of prac- 
tical value in Thomas Adams’ new book, 
The Design of Residential Areas, puab- 
lished last autumn as Volume VI of the 


Harvard City Planning Studies.‘ As 
the minimum requisite procedure, Mr. 
Adams suggests that all subdividers be 
required to submit plans for approval 
of the local city planning body; and that 
skilled advisers be employed to prepare 


4Cambridge: Harvard University Press, 1934. 
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a code of principles governing the de- 
sign of subdivisions, and to examine and 
report on plans that are proposed. 

Starting with this minimum he con- 
siders various gradations of desirable 
control up to a maximum which, as he 
states, “would involve more drastic 
restriction of the use of land for building 
and greater participation of public 
authorities in the constructive develop- 
ment of urban areas than has generally 
been practiced in cities of the United 
States.” 

Three of the elements in this maxi- 
mum degree of control, as outlined, 
would require that: 


““(1) No new subdivision could be made 
of land, for purposes of sale as sites for 
building, without a license granted by the 
municipality after proof of the need and 
general desirability of the subdivision and 
appropriateness of the area to be sub- 
divided. (Although the effect of this re- 
quirement might be secured by the method 
referred to in the following paragraph, it is 
important that actual subdivision should 
be prevented if possible in the initial stages 
where the process is likely to lead to in- 
jurious social results.) 

“(2) Prior to or concurrent with the erec- 
tion of buildings, there should be provided 
local improvements necessary to furnish 
access, proper sanitation, and recreation 
space for the inhabitants in accordance with 
specifications of the engineer of the muni- 
cipal authority, and the streets should be 
dedicated to the public. The developer 
should be required not only to set aside 
streets and open spaces necessary for proper 
living conditions, but to carry out adequate 
local improvements in accordance with 
standards specified by the municipality. 
Thereby road access, water mains, and 
main drainage would, in urban areas, be 
provided in advance of the use of the land 
for building purposes; and lots could not 
be built upon without permits obtained 
from the building inspector, who would 
have to be satisfied that the local improve- 
ments were provided. (These conditions 
are already enforced in part in the cities of 
some states. It might not be reasonable to 
require that the local improvements be com- 
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pletely constructed at one time, but the 
policy of preventing the erection and oc- 
cupation of any building before the site is 
properly equipped for healthful use, now 
followed in a few places, should be generally 
followed.) 

“(3) Where the developer is unable to 
provide capital for local improvements, or 
where, in the public interest, the munici- 
pality considers it necessary ‘itself to con- 
struct street pavements and sewers, then in 
either case the owner should dedicate the 
streets in advance of construction, and the 
municipality should carry out the necessary 
works, recoupment for the expenditures of 
the municipa sty to be obtained in the usual 
manner by levies based on special assess- 
ments. 

“Such a program of full control,” Mr. 
Adams points out, “would not be wholly 
practicable under present conditions. 
It would interfere with the rights of 
property ownership to an extent that 
hitherto has been regarded as uncon- 
stitutional in America.” 

The first of these numbered sugges- 
tions has emanated from various sources 
as a result of the disastrous extent of 
unneeded and poorly planned subdivi- 
sion activity during the decade preced- 
ing the present depression. If adopted, 
it would require some sort of certificate 
of “convenience and necessity” before 
Jand could legally be subdivided for 
housing developments. While the pro- 
posal, if intelligently administered in the 
public interest, would have much to 
commend it, the political and economic 
temptations inherent in the plan are 
sO serious as, in my opinion, to make it a 
very dubious expedient even if the 
constitutional objections could be over- 
come. But the other two proposals 
just quoted seem to me to be eminently 
sound, as does also the author’s sug- 
gestion in the final paragraph of his 
chapter on “The Control of Land Sub- 
division,” that wherever a land boom 
and collapse have taken place, it is ad- 
visable to replan some of the sub- 
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divisions and cancel the rest as a means 
of reducing to a minimum the inevitable 
economic loss to both the community 
and the owners. Cancellation, however, 
involves great difficulties. To force 
the owners of scattered lots to conform 
to a new subdivision plan or to sell their 
lots is beyond the present legal power 
of municipalities. As a possible way out 
of this difficulty, an American adapta- 
tion of the Lex Adickes has been sug- 
gested—the method under which in 
Germany owners are compelled to assign 
their lots temporarily to the governing 
body and accept an area of equivalent 
value after the subdivision is replanned. 

A method of land assembly recently 
worked out under the leadership of 
Arthur C. Holden, Architect, of New 
York, with the aid of a group of unem- 
ployed technical men financed with 
relief funds, may furnish one answer 
to this problem. Under this plan 
owners of property would join together 
to develop a community plan for re- 
habilitation of local districts. An 
essential part of the program is the 
coordination of public and private im- 
provements through the pooling of 
titles. Properties might thus be re- 
plotted without cost for the acquisition 
of land. Furthermore, where vacancies 
prevailed, these vacancies might be 
localized or concentrated, and the more 
unfit houses demolished, thus clearing 
sites for new construction. | Where 
groups of owners joined together in 
this manner, loans for improvements 
or for new structures might be extended 
at exceedingly low rates of interest 
without the danger of unfair competi- 
tion to abutting properties within the 
district, since all owners in the district 
would own a ratio share in both old 
and new structures. 


At the present time (April, 


1935) 
meetings are being held by the owners in 
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two experimental blocks in New York 
with a view to such pooling of their 
holdings in a corporation or trust—a 
new entity for dealing with the replan- 
ning of localities and for the more 
effective carrying out of city plans. 
There is little doubt, in Mr. Holden’s 
opinion, that legislation will be needed 
to liberalize action permitted to trustees 
who hold mortgages, in order to allow 
adequate freedom in replanning, de- 
molition, and reconstruction; but he 
believes that the desire of owners to 
cooperate will ultimately assure the 
legislation needed to give recognition 
to the proposed local district improve- 
ment corporations. 


Il, 


Scientific Methods of Real Estate Tax- 
ation, with the Threefold Object of Pro- 
ducing More Adequate Public Reve- 
nues, Controlling Land Prices, and Stim- 
ulating Rational Land Uses 


In his new book from which I have 
been quoting, Mr. Adams recognizes 
the fundamental importance of the 
question of the relation of land prices or 
values to land uses, in considering the 
design of urban land areas and problems 
of municipal finance. Indeed, Mr. 
Adams urges that this question “must 
be independently and thoroughly in- 
vestigated in order to ascertain the 
proper steps that should be taken to 
relate land values to proper social uses, 
to prevent premature subdivision, to 
restrict injurious forms of speculation, 
to solve problems of blighted areas, to 
secure reservation of desirable private 
open areas, to establish residential 
neighborhoods, to facilitate condemna- 
tion and excess condemnation for public 
purposes, and to secure equitable meth- 
ods of municipal taxation.” 

Until the National Resources Board, 
or the American City Planning Insti- 


tute, or some other group shall make a 
fundamental study of this kind, much 
of our discussion of the problem of land 
prices and equitable taxation in relation 
to city planning and housing must de- 
pend too largely on theory. This makes 
it all the more important that the 
various theories which are being cur- 
rently advanced shall be subjected to 
counter theories, and I am going to be 
rash enough so to analyze some of our 
distinguished author’s proposals. 

“The basic considerations affecting 
land prices and values,” says Mr. 
Adams, “‘may be summarized as follows: 


“(1) The value of land is its value for the 
purpose of meeting legitimate human wants; 
in a civilized country this means its value 
for a use that is healthful, safe, and not in- 
consistent with general welfare. This may 
be defined as proper use. It follows that 
before real land values can be determined, 
the conditions of proper use of land must be 
determined. 

“(2) The scope and limits of proper use 
should be determined by governments and 
given effect by plans and regulations; and 
the value of land for proper use will be the 
purchase price of the net rent it can com- 
mand for such use. The net rent is the in- 
come which the land will produce after de- 
duction of all taxes, costs of maintenance of 
property, and other essential outlays.” 


Discussing land prices in blighted 
areas, Mr. Adams says: 


“Too often the problem ot dealing with 
blighted areas by means of reconstruction 
schemes is approached from the point of 
view of how to obtain sufficient volume or 
density of new buildings to maintain land 
prices that are based on past overcrowded 
uses; whereas the approach should be how 
to obtain the reduction in land prices that is 
necessary to made a desirable density of 
building financially practicable. .. . 

“There can be no objection to taxation of 
land in proportion to the benefits it receives 
and its ability to yield enough revenue to 
pay the tax. Municipal taxes are collected 
for the purpose of meeting local expenditures 
on improvements, and for the maintenance of 
streets, sewage-disposal systems, parks and 
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playgrounds, education, fire protection, po- 
licing, garbage removal, etc. None of these 
services or utilities are ordinarily self-sup- 
porting, and consequently they have to be 
met by general taxation. Each member of 
the community gets benefits from them, and 
to a large extent real estate values are 
created by them. It is appropriate that the 
greater proportion of these costs be met by 
taxation on real estate, which derives its 
values in part from the expenditure of tax 
money and in part from human organization 
applied. to industry and transportation.” 


To discover such a definite trend to- 
ward sound thinking on public finance 
by an outstanding authority on city 
planning is to experience one of these 
thrills which come too seldom in a life- 
time. But the thrill is somewhat tem- 
pered by an analysis of these and other 
statements in the book which disclose a 
tendency to use “land” and “real 
estate” as though they were synonymous 
terms, and as though the social and 
economic effects of the taxation of land 
values were similar to those resulting 
from the taxation of buildings, instead 
of being exactly the reverse. 

Mr. Adams, to be sure, quotes with 
approval Adam Smith’s doctrine that 
“Ground-rents, so far as they exceed 
the ordinary rent of land, are altogether 
owing to good government.” 
He expresses his own opinion that “in 
so far as these rents are created by the 
community, nothing is more reasonable 
than that they should be taxed pe- 
culiarly.” But in the very next sentence 
Mr. Adams says: “Taxes on ground- 
rents or ground-values are excessive if 
they tend to destroy the equity of the 
owner.” 

Here our problem gets down to bed 
rock. If justice or sound municipal 
finance requires that the real or supposed 
equities of land owners be maintained 
regardless of how they may use or fail 
to use their land, how are we ever to 
obtain the reduction in land prices 
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which Mr. Adams, as previously quoted, 
considers essential in order that a de- 
sirable density of building may be 
financially practicable? 

My own belief is that fundamental 
social and economic justice requires the 
ultimate wiping out of private equities 
in Jand values to such extent as may be 
necessary to restore to the community 
the equities which it, through its pres- 
ence and its governmental expendi- 
tures, has created and is maintaining. 
This does not mean, of course, the 
wiping out of all private equities in 
real estate values: for the collection by 
the local government of the community- 
created ground rent would permit the 
repeal of taxes on the privately created 
part of real estate—on homes, business 
buildings, and other man-made im- 
provements in or on the land. The 
resulting benefit to the small home 
owner would be substantial. If his 
house is assessed, as it normally would 
be, at several times the assessment on 
his lot, his saving in taxes on the build- 
ing would more than offset his added 
land tax. His equity on his real estate 
would thus be increased, even though 
his /and equity were to disappear. 

The effect of a scientific system of real 
estate taxation as a stimulus to the 
building of new homes and the modern- 
ization of old ones would be of great 
economic and social value. As I pointed 
out on another occasion: 


“In providing the public revenues of any 
city, the less we tax land the less is the pres- 
sure on owners to sell or use the land for 
housing projects. The less we tax improve- 
ments, on the other hand, the greater in- 
ducement there is to erect new homes or 
improve old ones. Obviously, a rational 
system of real estate taxation will reverse 
the first trend and strengthen the second. 
By raising more revenues from the land and 
less from buildings, two essentials of low- 
cost housing will be achieved: land will 
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become cheaper to buy and develop, and 
homes will become cheaper to own or rent.’ 

This transfer of the incidence of taxa- 
tion to avoid needless hardship should 
be by gradual steps, such as those al- 
ready partially made without any cata- 
clysm in Pittsburgh. When fully car- 
ried out, the problem of slum clearance 
and low-cost housing would be largely 
solved; for excessive land costs would 
vanish and the tax-free buildings on 
such land, erected by public authorities 
or private corporations, could rent 
profitably at figures much lower than 
are possible under our present unscien- 
tific system of real estate taxation. 

An important by-product of a scien- 
tific tax system would be its discourage- 
ment and ultimate extinction of specula- 
tion in land. What the land speculator 
buys or sells is, of course, his hope—or 
his victims’ hope—of added values to 
be contributed by population growth or 
governmental expenditures. If these 
community-created values were recap- 
tured by governmental collection of the 
ground rent in lieu of a general property 
tax, the land speculator would have 
nothing to sell. This would clear the 
field for sound and economical con- 
struction and operation, both by public 
housing authorities and by high-grade 
private developers, for whose intelligent 
expenditures of capital and labor there 
would be a much wider and steadier 
market than now exists. 

IV. 
More Effective and Less Costly Use of 
the Power of Eminent Domain and 
Increased Application of the Principle 
of Excess Condemnation. 

The mulcting of the government— 
national, state, or local—by landowners 
whose property is needed for public 


§ Duke University symposium on “Low Cost Hous- 
ing and Slum Clearance”, 1 Law and Contemporary 
Problems 199 (March, 1934). 


purposes is so widespread as to be con- 
sidered almost ethical. But occasionally 
this common practice is subjected to the 
pitiless publicity it deserves. A case in 
point was a front-page article in the 
New York Herald-Tribune one day in 
May, 1934, under a two-column head 
reading ‘“‘800% Land Value Rise Since 
"29 Halts U. S. Loan for Housing Here.” 
There followed a vigorous arraignment 
by Public Works Administrator Ickes of 
the price charged for the land for a 
limited-dividend, Federal-aid housing 
project at Woodside in the Borough of 
Queens. According to the Herald- 
Tribune: 

“The land was represented to be worth 
$863,000, based on an appraisal of its value 
at $1.55 a square foot, PWA officials as- 
serted. The figure was based on an agree- 
ment reached after the company had orig- 
inally proposed a valuation of $1.84 a square 
foot. The project had been approved, the 
government had begun to turn over money 
to the company and contracts had been let 
and work started before Mr. Ickes was in- 
formed that George C. Mayer, President of 
the corporation, had sworn in 1929 that all 
of the land involved, except one small parcel 
assessed at $2,500, was worth $109,000. 
This oath was said to have been taken in an 
affidavit he made to obtain a lower tax 
assessment. Moreover, the investigation was 
said to have disclosed that the land actually 
was assessed at $175,500 for taxation this 
year. 

A committee of three eminent citi- 
zens, I might add, was appointed by 
Administrator Ickes to effect an adjust- 
ment which would increase the digest- 
ibility, if not the palatability, of this 
unsavory mess. Acting on the knowledge 
and belief, apparently, that a land- 
owner is not likely to overestimate the 
value of his property when the govern- 
ment wants to tax it, or to underesti- 
mate its value when the government 
wants to buy it, the appraisal com- 
mittee recommended a compromise, 
which Mr. Ickes accepted, about half 
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way between the two extremes. But 
neither this sort of adjustment nor 
resort to gum-shoe methods of purchas- 
ing land for public purposes ought to 
be needed in a civilized society. Some 
definite relationship should be estab- 
lished by law, and accepted by the 
courts, between assessed values and 
eminent domain values. 

In his speech at Atlanta on September 
28, 1934, inaugurating an important 
Federal slum-clearance project, Mr. 
Ickes discussed what generally happens 
when the Government seeks to secure 
land for a public purpose: 


“The search for the site has to be prose- 
cuted carefully and circumspectly. If there 
is advance notice that a particular site is 
even being considered, it is almost inevit- 
able that we will have to abandon it and 
start looking for another one all over again. 
That objectionable person, the real estate 
speculator, on the least suspicion, will 
start to acquire options within the site under 
consideration if he has any intimation of its 
location. Our experiences here in Atlanta 
have been more fortunate in that regard 
than they have been in some other places. 


“No one would expect an undesirable 
citizen of this type to welcome an oppor- 
tunity to work with his government to help 
clean up a noisome slum in his own city. He 
is quite willing to speculate on the wretched- 
ness of his fellow-citizens. Either alone or in 
conjunction with others, he will take options 
which he will exercise if the project goes 
forward. He will then demand two or three 
times the value of the property he has pur- 
chased and this will have the effect, if other 
property owners follow his example or if 
condemnation proceedings have to be re- 
sorted to, of forcing up the price of the entire 
tract to a point where we cannot buy be- 
cause, if we pay too much for land, we can- 
not put up such buildings as we want to put 
up at a price which will mean low rentals. 


“The result is that in our search for sites 
we literally have to go on tiptoes through 
the various cities, holding our breath, and 
hoping against hope that we will be able 
to option or buy the property desired, or at 
least start condemnation proceedings, be- 


fore these precious speculators know what 
we are about. This means slow work.” 


I am rash enough to hope that the 
head of the PWA and other New Deal 
leaders, including the President himself, 
may soon take a more realistic attitude 
toward this problem. This will come 
when it is realized that, while philippics 
against land exploitation are much 
needed and may frighten some timid 
souls among the speculators, there will 
be no great improvement in the playing 
of the real estate game until in the 
public interest we greatly modify, by 
national and state legislation, the pres- 
ent anti-social rules of the game. 


Whether or not early reduction of 
land costs through improved methods of 
taxation or through pooling of titles 
proves to be practicable, improvements 
in the technique of condemnation meth- 
ods are, of course, desirable and possible. 
In his able discussion of “Land Assembly 
for Housing Developments,” in Law 
and Contemporary Problems for March, 
1934,° Mr. Coleman Woodbury pointed 
out that: 


“The tools that are needed for a land 
assembly program are the recognition of 
low-cost housing as a public purpose for 
which eminent domain may be exercised 
and, in most states, a revised procedure for 
condemnation. Even when these are se- 
cured, careful attention must be given to 
the mechanics of assembling the land 
needed. The first steps are most important. 
The landowner whose properties are heavily 
mortgaged presents a difficult problem. 
Housing agencies should consider carefully 
mediating between him and his creditors 
both in the interest of rapid assembly and 
of ordinary fair dealing.” 


So much for land acquisition, with or 
without condemnation. 

As to excess condemnation, this right 
of a governmental unit to purchase and 
to hold or resell more land than is 
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actually needed for a given purpose is 
a power little used as yet in the United 
States, and of uncertain constitution- 
ality. Here, as in other land policies 
under discussion, there is need for clari- 
fying and strengthening our planning 
concepts and our legal processes. 


V~ 


A Broader Concept of Public Purpose 

as Fustifying and Requiring Generally 

Increased Ownership of Land by Govern- 
mental Units. 


Almost everywhere in the United 
States today local governments seem to 
assume that the only land which the 
community ought to own is that now 
used or immediately needed for what 
have been commonly regarded as pub- 
lic purposes. These include streets, 
sites for public buildings, public util- 
ities, an airport perhaps, and generally 
inadequate areas for parks and play- 
grounds. During the last two years 
housing has been entering the picture as 
a public purpose but the legal status of 
the right of the Federal Government or 
of local authorities to condemn land for 
public housing projects is still somewhat 
in the lap of the courts. 

In a decision reported in The American 
City for September, 1934 (p. 52) 
Judge Samuel H. West, of the United 
States District Court at Cleveland, 
Ohio, ruled that the acquisition of land 
for a low-cost housing project is acquisi- 
tion for a public use. Then in January, 
1935 came a decision from Louisville, 
Ky., rendered by Federal Judge Charles 
I. Dawson, who ruled that the Federal 
Government does not possess the power 
to condemn private property for slum 
clearance and low-cost housing projects. 

And in April, 1935, in the case of the 
New York City Housing Authority v. 
Muller et al., Justice Charles B. Mc- 
Laughlin upheld the power of New 
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York State and its instrumentalities to 
acquire land in eminent domain pro- 
ceedings for the purpose of clearing 
slums and building low-cost housing. 
In this last decision, the New York 
State Supreme Court said: 


“That the land covered by this petition 
is to be used by a limited portion of the 
re is without question. The Court 

olds, nevertheless, that the use here is a 
public use, i. e., to abolish disease-breeding 
slums for the benefit of all the people of the 
state, and to furnish ‘a limited portion of the 
public’ (readily ascertainable) -living quar- 
ters which will prevent disease. The people 
of the State of New York have the right to 
take back their land for such a purpose.” 


In commenting on these decisions, 
Ira S. Robbins, Counsel of the New 
York State Board of Housing, writes: 


“Tf the Kentucky decision is not reversed 
on appeal, then the Federal Government, in 
order to acquire some of the land for its 
proposed housing program, will be forced 
to bring proceedings in the courts of the 
various states. In such event the New York 
decision will prove of inestimable value. 
There is no doubt that if an appeal is taken 
in the New York case, the decision will be 
upheld by the higher courts of this state. 

“The courts have yet to pass upon a 
closely related point and that is, whether or 
not the power of eminent domain may be 
exercised by the state to acquire property 
for the building of low-cost housing pro- 
jects, where the elements of slum clearance 
are not involved. The New York court has 
just held that the combination of clearing 
slums and building low-cost housing is a 
public use. Because of the wording of the 
statute before the court, no separation of the 
two elements was required.” 


My belief is that we ought to proceed 
as rapidly as constitutions, courts, and 
budgets will permit toward a policy of 
acquiring and retaining in municipal 
ownership areas much more extensive 
than heretofore of land within urban 
limits. As first steps this should include 
tax-delinquent land as well as blighted 
districts and slum areas which in their 
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present condition are an economic or 
social liability to the community. 
Major advantages of such a policy 
would be: (a) more adequate control 
over land uses than is possible under 
private ownership of land; (b) con- 
servation for the public treasury of the 
community-created ground rents; and 
(c) facilitation of the new public func- 
tion of assuring decent housing accom- 
modations for the lower income groups. 
A wise policy of increased ownership 
of land by governmental units will 
include not only public acquisition of 
blighted districts and of areas unfit for 
housing or business development. It 
will include also a policy of securing 
and retaining in public ownership the 
most beautiful and desirable natural 
sites in city or country. The traditional 
idea that the finest locations may prop- 
erly be preempted for private enjoy- 
ment must give way to the superior 
rights of public enjoyment. Hill-top 


locations, water-fronts, and other choice 
areas will, if the public interest pre- 
vails, come’ increasingly into the pos- 
session of the community as sites for 
recreational areas and public institu- 
tions, thus contributing to the more 
abundant life and the general welfare. 


Summary 


In summarizing his conclusions on the 
relationship of the land problem to the 
housing problem, the author of The 
Design of Residential Areas says: 

“The discrepancy between what is and 
what should be in housing conditions is 


largely caused by the tradition of treating 
land as a commodity to gamble with, in- 
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stead of as a commodity to conserve and 
develop for human use; and of framing 
policies and following practices based on the 
assumption that it is more important to 
preserve land prices than to get rid of non- 
social uses of land. An entirely new ap- 
proach to the whole problem of planning, 
developing, and valuing land in urban areas 
is essential to secure a sound economic 
foundation for community life. It is not 
enough to proclaim as an objective of 
development that the control of land and 
buildings be effected in the interest of health, 
safety, and general welfare of the com- 
munity, while making this objective second- 
ary to the right of private profit-making out 
of organized speculation in land. The 
objective must be supported by public 
policies that put human values tadere 
financial values and thereby stabilize both.” 


With this challenging statement I am, 
of course, in accord. To implement such 
admirable ideals the foregoing paper 
has aimed to present a practical five- 
plank platform: (1) the rewriting of 
zoning ordinances to prevent land- 
overcrowding and to provide a rational 
relationship between the space allotted 
to residential and to commercial pur- 
poses; (2) more effective control over 
the planning and development of real 
estate subdivisions; (3) scientific meth- 
ods of real estate taxation, with the 
threefold object of producing more ade- 
quate public revenues, controlling land 
prices, and stimulating rational land uses; 
(4) more effective and less costly use of 
the power of eminent domain and in- 
creased application of the principle of 
excess condemnation; and (5) a broader 
concept of public purpose as justifying 
and requiring generally increased owner- 
ship of land by governmental units. 





II. The Taxation of Railroads in the Southeast’ 


By TRUMAN C. BIGHAM 


summarized the railroad tax sit- 

uation in the Southeast, traced 
the development of railroad taxation 
policies in the region, and evaluated the 
methods now in use. It remains here to 
consider the tax burden on the south- 
eastern roads and present some con- 
clusions drawn from this study. 


The Railroad Tax Burden 


The railroad tax burden can be meas- 
ured by reducing the tax accruals to a 
mileage or investment basis, by study- 
ing the trend of the assessments, and by 
relating the taxes to revenue and income. 
Comparisons according to these criteria 
will disclose how the railroads of the 
Southeast have fared relative to carriers 
in other jurisdictions, with reference to 
each other, and as regards property 
owners in general. Were it feasible, the 
best procedure, of course, would be to 
compare on some common basis the tax 
burden on the railways with that on 
other businesses, particularly railroad 
competitors, but the necessary data are 
not available. 

According to Table VI, since the War 
the railroads of the Southeast have ex- 
perienced in every state a much greater 
relative increase in taxes than have those 
throughout the country.* While the 
state and local taxes per mile of road 
are still considerably lower in the South- 
east than in the United States, the dif- 
ference is by no means as great as it was 
at the beginning of the period. From 
1921 to 1929 the taxes per mile increased 
68% in the Southeast as contrasted with 

*For Part I of this article see 11 Journal of Land & 
Public Utility Economics 59-75 (February, 1935). 


Footnotes and tables in this instalment are numbered 
consecutively with those in the first. 


, \HE first instalment of this article 


an increase of only 25% for the country 
as a whole. The increases in the indi- 
vidual states varied from 48% in Ala- 
bama and Virginia to 119% in North 
Carolina. Florida had an increase of 
105%; South Carolina, 70%; and Geor- 
gia, 51%. The contrast in the per- 
centages of increase in the total bill is 
even more noticeable than’in the case 
of the taxes per mile. A rough estimate 
shows that the increase in the Southeast 
was three-fold that for the United 
States. Subsequent to 1929, however, 
railway tax accruals have decreased 
sharply; more sharply in the Southeast 
than in the country as a whole. The 
percentage of decrease from 1929 to 
1932 in the taxes per mile in the former 
(24) was just short of twice that in the 
latter (13). The total tax bill decreased 
nearly three times as much. 

Not only have state and local railway 
tax accruals increased faster in the 
Southeast than in the United States 
since the War, but the tax burden in the 
Southeast is seen to be actually heavier 
when the taxes are stated, as in Table 
VII, in terms of the investment in rail- 
road property. So stated they are a 
much more accurate measure of relative 
burden. The taxes per mile do not take 
account of differences in the value of 
plant and equipment. Although the 
taxes per $1,000 of investment, like the 
taxes per mile, were lower in 1921 in the 
Southeast than in the United States, 
this has not been the case since 1921. 
By 1929 the taxes per unit of investment 
were higher in the Southeast by more 
than 20%, and they have remained well 
above those for the United States during 


% The state and local railway tax accruals in the 
Southeast are shown in Table XI. 
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TaBLe VI. State AND Loca Rattway Tax AccruALs 
PER MILE oF RoaD OWNED IN THE UNITED STATES 
AND IN THE STATES OF THE SOUTHEAST, 
Crass I Steam Raitways AND THEIR 
Non-OPERATING SUBSIDIARIES, 1921, 

1929-1932* 
1929 ; 1930 
$ 540/$ 80318 797/$ 782)$ 658 
524] 1,076 965) 852) 587 
471} 711} 719| 669! 556 
630} 1,379] 1,399] 1,308] 1,123 
630} 1,068] 1,106] 976) 798 
1,140 1,686 1,759 1,633 1, 363 
644] 1,085] 1,084] 1,001] 820 
United States. .! 1,068! 1,336] 1,341! 1,275! 1,152 


* The source of all figures except those for 1932 is Statistics 
of Railways. Fi for 1932 are estimated. The mileage em- 
ployed for 1932 is that for 1931; state taxes are taken from the 
various state reports; and taxes for the United States were 
estimated by deducting $9,600,000 (or 3.5%) for federal taxes 
from total tax accruals of $275018517. , as given by the Bureau 
of Railway Economics in I. C. C. Docket 26,000 (1933). This 
was the ratio of federal to total taxes in 1931, and the ratio 
would be at least no higher for 1932. The 1932 estimates are 
without doubt close for there was little change in owned mileage 
and the tax figures of the state reports correspond closely in all 
years with those reported in Statistics of Railways. 


the depression, despite the fact that the 
reductions in taxes have been relatively 
greater in the Southeast. Had the in- 
crease in the investment not been greater 
in the Southeast than in the United 
States, the tax burden in the former 
area would have been heavier still. 
State and local railway tax accruals in 
the Southeast increased steadily and 
rapidly (about 82%) from 1921 to 1928; 
remained at approximately the same 
level, i. €., $29,000,000, from 1928 to 
1930; and fell some 24% from 1930 to 
1932.*° Both rise and fall are attributable 
to increases and decreases in tax rates as 
well as in assessed values. Variations in 
railway taxes have followed to a large 
extent, of course, variations in total 
state and local tax collections, although 
changes in the former have been more 
extreme in certain states. Those juris- 
dictions like Florida and North Caro- 
lina which have had the greatest in- 
creases in per capita taxes have also had 
the most marked increases in railway 
taxes. Likewise those in which the level! 
of taxes is highest, as North Carolina 








Jurisdiction 1921 1931 | 1932 























_ * Figures are available in Statistics of Railways and 
in Table XI. 
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and Virginia, place the heaviest burdens 
upon the railroads. The lightest bur- 
dens have been in Alabama and Georgia, 
and the per capita taxes in these states 
are among the lowest in the country. 

Placed on a mileage basis, railroad 
taxes provide a means of comparing 
the trend of carrier burdens with refer- 
ence to different tax jurisdictions, as 
shown above; but they do not necessarily 
afford an insight into the severity of 
railroad tax burdens as contrasted with 
those imposed upon other forms of 
property. A rough estimate of the 
latter can be had by studying in the 
different states the trends in the assess- 
ments of railroad property and of all 
Taste VII. State anp Locat Rattway Tax Accrua.s 

PER $1,000 OF INVESTMENT OF CLass I STEAM 

Raitways IN THE Unirep States COMPARED 

WITH THE CORRESPONDING ACCRUALS OF 
Crass I Sream Raitways OPERATING 


ONLY IN THE SOUTHEAST, 1921, 
1929-31.* 








Taxes per $1,000 of Investment f 





United States Southeast 





$11.90 $10.40 
12.80 15.50 
12.70 14.60 
12.20 13.50 
(*) These figures are not given for the separate states because 
of the absence of accurate data on the investment in each state. 
Investments might have been allocated on a mileage basis, 
but the resulting figures would have been little more reliable 
than taxes per mile. By selecting the roads operating wholly 
within the six states, the necessity for allocation was avoided 
and a fairly representative sample was obtained for the South- 
east. As indicated on page 167, these roads own a substantial 
part of the mileage in the Southeast. 
(t) For the method of calculating the investment see footnote 
(b), Table III in the first instalment. 


property.*’ Such a study will measure 
the relative burdens of the property 
tax only, of course; and this in a more 
or less inconclusive fashion. It will not 
give a final answer to the question as 
to whether railroad property is actually 
taxed more heavily under the property 
tax than other forms of property. But 
the property tax is by far the most im- 
portant tax imposed upon the railroads 











37 No accurate figures are available for the market 
values of different kinds of property or for values on 


‘ any other common basis. 
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AssESSED VALUES oF ALL REAL AND PERSONAL PROPERTY AND OF THE 


Property oF Crass I SrEAM RAILWAYS IN THE STATES OF THE SOUTHEAST, AND 
THE RESPECTIVE PERCENTAGES OF INCREASE OR DECREASE IN 
ASSESSMENTS, 1921, 1929, 1931. 








Assessed Value of All Real 
and Personal Property (a) 
(In thousands) 


Jurisdiction 


Assessed Value of the Property 
of Class I Railways 
(In thousands) 


Percentages of Increase (+) 
or of Decrease (— ) 
in Assessed Values 





1921-1929 * 1929-1931 





1921 1929 1931 1921 


All Railroad 
Property | Property 


All 
Property 


Railroad 


1929 1931 Property 





$109,644 
40,043 
99.373 
224,462 
44,976 
147,875 
666.373 


$1,187,870) 
520,454 
1,267,790) 
2,830,758 
407.909 
2,353,629 
8,568,410 


Alabama... . 
Florida...... 
Georgia 
N.Carolina . . 
S. Carolina (b) 
Virginia (b). . 
Southeast. . 


$ 952,602 
423,907 
1,267,913 
2,579,772 
493, 862 
1,826, 263(c) 
7,544,319 


» 203,133 
613,720) 
+314,081 
+980,962 
426,359 
+341,884 
8,880,139 

















$124,107 | +13.7% 
55,207] +44. : 
115,356 . 

207 , 896 
45,160 
217,615 
765.341 


$124,772 
64,140 
118,310 
219,055 
46,327 
210,650 
783.254 

















(a) Taken from the reports of the tax commissions or other officials of the various states. 
(b) Financial Statistics of States. State reports were not at hand. 


(c) 1922. The figure for 1921 was not available. 


in the Southeast. Inasmuch as there 
seems to be no good reason to believe 
that these carriers were relatively under- 
assessed at the beginning of the period 
or that the investment or true value of 
railroad property has increased faster 
than that of property in general, then 
if it is found that the assessments of 
railroad property have increased more 
or have decreased less than the assess- 
ments of all property during the period, 
the presumption, at least, would be that 
railroad property is taxed more heavily 
than other forms of property. This, in 
fact, is what we do find (Table VIII). 

Table VIII leaves little doubt as to the 
more rapid increase and the slower de- 
crease of the assessments of railroad 
property in most jurisdictions. For the 
Southeast as a whole the percentage of 
increase in railroad assessments from 
1921 to 1929 was the same as that for 
the assessments of all real and personal 
property, but the increase in the former 
during this period was much greater in 
four of the states: Florida, Georgia, 
South Carolina, and Virginia. The per- 
centages of decrease in railroad assess- 
ments from 1929 to 1931 were less than 
those for the assessments of all property 


38 For a study of tax burdens on these and other 
bases with reference to all of the important public 
utilities and to different years, see Simpson, H.D., 


not only throughout the Southeast but 
also in every state except North Carolina, 
where the percentages were equal. Com- 
plete information is not at hand for 
bringing the comparisons down to 1932, 
but the data which are available lead 
to the same conclusion. Figures for 
Alabama and Georgia show that, while 
railroad assessments decreased more 
from 1929 to 1932 than from 1929 to 
1931, yet the decrease in the assessments 
of all real and personal property was 
even greater. Property in general en- 
joyed an advantage of more than 1%. 

The railroad tax burden expressed in 
terms of operating revenues, net revenue 
from operations, and net income before 
taxes is shown in Table IX.** The first 
measures the burden from the point 
of view of the users of railway service; 
the second from that of the railroad 
property as a whole; the third from that 
of the stockholders in the railways. Al- 
though the tax burden according to the 
first two bases was lower at the begin- 
ning of the period in the Southeast than 
in the United States, by 1929, when 
taxes had reached a peak, it was higher 
on all three bases, and it continued 
higher through 1931. As far as operating 


“The Taxation of Public Service Corporations—A 
Preliminary Report,” 1 Journal of Land & Public 
Utility Economics 44-70 (January, 1925). 
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revenue is concerned, the higher ratios 
in the Southeast are traceable largely 
to the more rapid increase in taxes in 
that part of the country. The percent- 
age of increase in operating revenues 
from 1921 to 1929 was practically the 
same in the Southeast as in the United 
States, but the increase in taxes was 
much greater in the former. The recent 
tendency for operating revenue ratios 
in the Southeast to approach those for 
all railways arises in part from the 
faster drop in taxes in this section dur- 
ing the period 1929-1932, but also in 
part from the smaller percentage of 
drop in operating revenues. A relatively 
greater improvement in tax adminis- 
tration in the Southeast than elsewhere 
would tend to bring the ratios together, 
but on this point information is inade- 
quate. Improved administration in the 
Southeast during the period has been 
confined primarily to North Carolina 
and Virginia. 

With respect to the net revenue from 
operations and the net income before 
taxes, the roads of the Southeast are on 
the whole in an even weaker position. 
This can be accounted for primarily on 
the ground of their higher operating 
ratios. Some of the individual states, 
however, like Virginia, show tax ratios 

3° The fact that the states which in most years have 


the highest ratios of taxes to operating revenues, Florida, 
North Carolina, and South Carolina, also have the 


lower than those for the United States. 
Contrary to what might be expected, the 
railroad companies fare worst in those 
jurisdictions where the level of railroad 
taxes is lowest: Alabama, Florida, Geor- 
gia and South Carolina. In Alabama and 
Florida taxes exceeded net revenue from 
operations in 1932. The railways in all 
the states, excepting Virginia, have re- 
cently had tax accruals greater than 
net income before taxes.*9 

A truer picture of the tax burden in 
the Southeast can be presented by 
singling out those railways which oper- 
ate entirely within the borders of the six 
states (Table X). Owning about 3< of the 
mileage in the section and paying nearly 
¥% the railway taxes, these roads taken 
together are large enough to be fairly 
representative, and their revenues and 
income are not directly affected by busi- 
ness outside the section. The data upon 
which the figures in Table IX are based 
include apportioned earnings from the 
Chesapeake and Ohio, the Illinois Cen- 
tral, the Louisville and Nashville, the 
Mobile and Ohio, the Norfolk and West- 
ern, the St. Louis-San Francisco, the 
Virginian, and other roads which, while 
having a considerable mileage in the 
Southeast, derive the larger part of their 


highest ratios of taxes to net revenues and net income 
suggests that not only variation in operating condi- 
tions but also differences in tax policy account for 
much of the inequality in tax burden. 


Tasie IX. Ratio or StaTE AND Loca Rattway Tax ACCRUALS To OPERATING REVENUE, 
Net REVENUE FROM Rai_way OPERATIONS, AND Net INCOME BEFORE TAXES IN THE 
STATES OF THE SOUTHEAST AND IN THE UNITED Srates, Crass I Steam Ral_- 
WAYS AND THEIR Non-OPERATING SUBSIDIARIES, 1921, 1926, 1929-1932.* 








Ratio to Operating Revenue(b 


Ratio to Net Revenue from Operations(b) 


Ratio to Net Income before Taxes(c) 





1921 | 1926 | 1929 | 1930 | 1931 | 1932 | 1921 


1930 | 1931 | 1932 | 1921 1930 
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revenues from other parts of the coun- 
try. As indicated in a footnote to Table 
III, the carriers report and allocate their 
operating revenues and expenses pri- 
marily on a mileage basis. 

The conclusions from Table IX are 
strongly supported by the figures in 
Table X. The net revenue and net in- 
come ratios for local roads in the South- 
east are well above those for the country 
as a whole in every year. The statements 
made elsewhere in this study with refer- 
ence to the low earning power of the 
railways confined to the Southeast and 
in connection with the failure of tax 
officials to give adequate weight to earn- 
ing power are borne out here. Already 
low to begin with, earnings have recently 
reached the vanishing point, while taxes 
have remained high. Net income taxes 
and, to a certain extent, gross receipts 
taxes have declined in amount as rev- 
enues have dropped off, but the bulk of 
the taxes—those based upon property 
values—have reflected changes in earn- 
ings very slightly. 

The variations in the burdens upon 
individual carriers are more pronounced 
than the differences between the South- 
east and the United States and between 
the separate states. In 1926, a good 
year, the operating revenue ratios varied 
from 1.5 in the case of the Georgia to 5.7 
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for the Charleston and Western Caro- 
lina; the net revenue ratios from 7.5 on 
the part of the Northern Alabama to 
32.5 for the Atlanta, Birmingham and 
Coast; and the net income ratios from 
11.5 in respect of the Georgia to a nega- 
tive figure for the Georgia and Florida. 
Corresponding ratios in 1932, a bad 
year, were as follows: the Georgia 2.5 
and the Florida East Coast 12.8; the Rich- 
mond, Fredericksburg and Potomac 23.7 
and negative figures for four roads; the 
Richmond, Fredericksburg and Potomac 
45.8 and negative figures for 11 roads. 
These variations are not attributable 
entirely to the fact that some of the 
railways operate more largely than 
others in the states where taxes are 
highest, for there are inequalities in 
burdens among individual carriers in 
single states. For example, the Northern 
Alabama and the Western Railway of 
Alabama, although both confined to the 
same state, have very different tax 
ratios. Equally different are the state 
ratios in Florida, Georgia, and Virginia, 
when compared to the ratios for the 
respective intrastate roads: the Florida 
East Coast, the Georgia, and the Rich- 
mond, Fredericksburg and Potomac. 
Moreover, aithough the Atlantic Coast 
Line and the Seaboard Air Line operate 
more or less to the same extent in all the 


TaBLeE X. Ratio or STATE AND Loca Raittway Tax ACCRUALS To OPERATING REVENUE, 


NET 


REVENUE FROM RaiLtway OPERATIONS AND NET INCOME BEFORE TAXES, 


Crass I Steam Rattways OPERATING ONLY IN THE SOUTHEAST, 
1921, 1926, 1929-1932. 





Ratio to Operating Revenue 


Ratio to Net Revenue from Operations 


Ratio to Net Income before Taxes 
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states, their tax ratios show wide varia- 
tions. 

Table XI shows the railway tax ac- 
cruals by states for each year from 1921 
to 1932 inclusive. 


Conclusions 


The railroad tax problem in the South- 
east has clearly become a serious and 
vital one since the World War. But it is 
a problem different from that of a half 
century or more ago. At that time it was 
one of bringing long and abundantly 
favored railroads effectively under the 
tax laws, of forcing them to bear their 
fair share of the tax burden; today it is 
one of so modifying tax law and pro- 
cedure as to equalize and make just a 
railroad tax burden often too heavy. No 
longer can it be said, as it could have 
been said in the past, that the railroads 
are indulged from the standpoint of 
taxation. This, of course, is more or less 
true throughout the United States, but 


it applies in particular to the Southeast. 
As we have shown, the increase in the 
railroad tax burden since 1921 has been 
much greater in this part of the country. 
Moreover, it is more onerous here than 
elsewhere because of the relatively low 


earning power of the railways. Taxes 
absorb a larger portion of both revenues 
and net income. 

Faced with rapidly rising expendi- 
tures engendered by pronounced eco- 


TABLE XI. 


nomic and social development, the states 
of the Southeast have imposed upon 
their railroads, as well as upon other 
businesses and property, a number of 
new taxes as well as increased levies of 
old taxes. The principal impost has 
been the property tax—a type of tax 
which, because of its nature and the way 
it has been administered, has proved to 
be very burdensome to the railroads. 
Although the evidence is not conclusive, 
it appears that the tax upon railroad 
property is relatively higher than upon 
property in general. Probably this is the 
situation with respect to most proper- 
ties that are centrally assessed. 

It is not to be expected, of course, that 
the states of the Southeast will enter 
upon a program of general reduction in 
railroad taxes merely because the rail- 
ways are hard hit. Essential public 
functions must go on and other busi- 
nesses and property owners are also en- 
countering difficulties in meeting tax 
bills. It is true too that the drastic drop 
in railway revenues has been the chief 
reason why taxes have become so oner- 
ous. The companies have not been able 
to reduce taxes as they have other kinds 
of expenses. Returning prosperity will 
materially lighten the load. But these 
considerations do not tell the whole 
story. Much can and should be done in 
the Southeast to improve the tax sys- 
tems and practices as applied to the 


StaTE AND Locat Raitway Tax Accruacs or Crass I Steam Raitways 


OPERATING IN THE SOUTHEAST, BY STATES, 1921-1932. 








Tax Accruals (In Thousands) 





Jurisdiction (a) (b) (b) (b) (b) 
1921 1922 1923 1924 1925 


(a) (b) (b) (a) (a) (a) 
1926 1927 1928 1929 1930 1931 





Alabama. ...| $2,473 | $2,425 | $2,464 | $2,600 | $2,687 
2,104 3,274 2,812 3,222 3,888 
2,437 2,755 2,803 2,874 3,303 
2,263 | 3,427 | 3,990] 4,135 
1,961 1,808 | 2,083 | 2,443 
4,562 | 4,840 | 4,965] 5,393 
-| 15,800 | 15,529 | 19,117 | 20,667 




















$3,170 | $3,756 | $3,742 | $3,712 | $3,639 
5-483 | 5,475 | 5,536] 4,961 | 4,360 
3,654 3,942 | 3,956 | 3,689 
5243 5-315 | 5.392] 5,019 
3,268 3: 372 | 3,489] 3,078 
7,872 6,802 7,125 6,660 
28,690 | 28,897 | 28,709 | 28,635 | 26.445 























(a) Taxes for these years 


were taken from the various state reports. Data were available in Statistics of Railways for all years 


bay t 1932 but since fgur a for — had to be compiled from state reports it was thought best to use the same source for all of 


tax burden; hence there was need for comparability. The differences 





Figures for these in analyzing the tax 
ped ary the in the prot goood rey a fa and those in Statistics of — are, however, of minor importance and are in no case great. 


(b) Taken from Statistics of 
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railroads. Both the states and the car- 
riers could benefit from such a policy. 

The most promising point of attack is 
the property tax. Its administration can 
be greatly improved by establishing 
specialized boards of assessment, by ad- 
hering to more definite and realistic 
bases of valuation, and by devoting 
special attention to equalization. These 
measures would go far toward eliminat- 
ing the striking inequalities of tax bur- 
den which so clearly exist between and 
within the states. There is little to be 
said for the ex-officio assessment still 
existing in Florida and Georgia. Valua- 
tion and apportionment should be dele- 
gated in these states to tax commissions 
endowed with adequate powers. Like- 
wise wanting are the indeterminate val- 
uation practices of Alabama, Florida, 
Georgia, and South Carolina. Tax offi- 
cials in these jurisdictions should follow, 
at least as a guide, some criterion of 
taxable value which is more certain than 
guesswork and compromise. While 
valuation can doubtless not be reduced 
to a formula, at least two fairly definite 
and reliable indicators of value are 
available: earnings and some species of 
cost other than company reported book 
figures. Especially useful, but little 
used, are valuation data reported by the 
Interstate Commerce Commission.When 
adjusted, these can be used not only in 
estimating value, but also for purposes of 
apportionment. 

Actual sale values for railroads are, 
of course, seldom available for use in 
assessing railroad property; hence resort 

“Cf. Table IV. Accurate figures showing values on 
an engineering basis are not available, but the proba- 
bilities are that although slightly lower they would be 
on the whole not far from book figures. Values for 
purposes of rates would also be near the latter. Primary 
values found by the Interstate Commerce Commission, 
when adjusted for additions, as shown by the Bureau 
of Railway Economics for the Southern Group for 1931 
in I. C. C. Docket 26,000 (1933), were only 4 or 5% 


below book figures, while values for rate making were 
only 1 or 2% lower. 


must be had to some other criterion of 
the market value required by the tax 
laws of the various states. North Caro- 
lina adheres rather closely to capitalized 
earnings; Virginia to cost of reproduc- 
tion less depreciation; and both do better 
according to a book or engineering 
standard of valuation than any of the 
other states.*° On the basis of earnings, 
North Carolina, as would be expected, 
makes by far the best showing. The 
record of earnings would seem, indeed, 
to be the best single criterion of taxable 
value.” Properly applied, it would lead 
to true unitary assessments of the 
railways as going concerns, doing away 
with the somewhat piecemeal assessment 
found in Alabama, Florida, Georgia, 
South Carolina, and Virginia. Values 
set up through the capitalization of 
income would have to be estimated in 
the light of probable future earnings and 
would need to be checked against en- 
gineering valuations.” The latter could 
be approximated by adjusting the pri- 
mary values established by the Inter- 
state Commerce Commission. 

It may be asked what advantages 
might reasonably have been expected 
had all the states arrived at taxable 
value by means of capitalizing the net 
railway operating income. The most 
obvious benefit would have been a 
lessening of the inequalities of tax bur- 
eon among the different railroads. The 


disparity between the assessments of 
the strong and weak roads would have 


been greatly reduced. Under present 


41Some of the railroad property in the Southeast 
would have, of course, little more than a “dismembered” 
or scrap value. The value of other properties, on the 
other hand, would exceed their costs. 

In order to eliminate guesswork so far as possible, 
probably the best procedure would be to average past 
earnings for a period of years. This would work some 
hardship in depressions such as the present one and 
slow up the rise of taxes during prosperity when the 
burden can be more easily borne, but it would be better 
than the present practice in most states, especially 
from the point of view of relative equality in taxation, 
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practice, strong roads are assessed too 
low; weak roads too high.# But would 
the states and the railroads as a whole 
have gained or lost? The answer to this 
question depends, of course, upon a 
number of factors, some of the most im- 
portant of which are the rate of capitali- 
zation, the basis of allocation, and the 
equalization ratio. Had the assessing 
officials estimated taxable value accord- 
ing to the procedure followed in this 
study in the case of going-concern 
value—seemingly a reasonably accurate 
procedure—and had they applied the 
equalization ratios now in effect, the 
assessed value of the Class I railways 
in the Southeast in 1931 would have 
been from 15 to 20% higher than the 
assessments actually found. There 
would have been increases in four of the 
states, particularly in Georgia and Vir- 
ginia, but decreases in Alabama and 
Florida. The four states would have 


gained, therefore, in revenue, and their 


railroads would have borne more taxes, 
while the reverse would have been true 
in the last two states. But these results 
need not necessarily have followed. Had 
the basis of allocating the property been 
in accordance with the relative values 
reported by states by the Interstate 
Commerce Commission“—doubtless the 
most accurate single criterion of alloca- 
tion available— the increases in the 
assessments in South Carolina and Vir- 
ginia and the decreases in Alabama and 
Florida would have been largely elimi- 
nated.” In any case it would have been 
possible and, as we have seen, desirable 


This is true because book values are given too 
much weight. 

44 Figures are available as of valuation date for the 
individual roads in the Valuation Reports of the Inter- 
state Commerce Commission. More recent figures for 
all roads have not yet been published, but for our 
purposes it may fairly be assumed that the relative 
distribution of the properties would be about the same 
at present for most railroads. There are, of course, 
exceptions, as in the case of the Seaboard Air Line. 


to utilize more equitable equalization 
ratios in adjusting railroad assessments 
to those of other property. To the 
extent that the tax officials accepted 
book figures, primary values found by 
the Interstate Commerce Commission, 
or values for purposes of rates, the 
actual assessments would have been 
increased by large amounts in every 
state except Virginia. For the South- 
east the increase would have been up- 
wards of 70% had these bases of valua- 
tion been followed rigidly. But here 
again adjustments could have been 
made. 

Pleas for indefiniteness of valuation 
procedure on the ground of the necessity 
for equalization carry little weight be- 
cause, as we have seen, equality of 
burden is not attained. As a matter of 
fact, perfect equalization could be more 
nearly approached were railroad assess- 
ments made on a more definite basis. 
It would be surprising if there were 
equality at the present time, for five of 
the states now use assessment ratios 
arrived at years ago. The tax officials 
are not entirely or even mainly to blame, 
of course, since appropriations have 
been generally inadequate. Funds in 
Florida, Georgia, South Carolina, and 
Virginia have not been sufficient to 
allow the gathering of the requisite 
amount of information or the employ- 
ment of field engineers. 

In the opinion of the writer, unless 
the administration of the property tax 
can be improved and modernized it 
should be replaced with the gross 


The allocation ratios in 1931 for Class I railways 
in the individual states on the basis, in order, of mileage 
of line, net revenue from railway operations, and values 
reported by the Interstate Commerce Commission were 
approximately as follows: Alabama 13, 7, and 10; 
Florida 24, 14, and 17; Georgia 22, 14, and 19; North 
Carolina 16, 12, and 12; South Carolina 18, 15, and 14; 
and Virginia 14, 31, and 19. Some combination of these 
bases would be without question much more accurate 
than mileage alone. 
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receipts tax in Alabama, Florida, 
Georgia, South Carolina, and possibly 
in Virginia. While the ad valorem tax, 
properly administered, is generally su- 
perior to the gross receipts tax from the 
standpoint of equity, it does not excel 
if poorly applied; i. e., if assessments 
reflect too imperfectly changes and 
differences in value. That they do this 
in most of the states has been made 
abundantly clear. There could hardly 
be greater inequalities of burden under 
a gross receipts tax, especially if its 
rates were roughly adjusted according 
to operating ratios; and tax adminis- 
tration would be far cheaper and easier. 
Equalization would be necessary, but 
valuations for this purpose would need 
to be neither as frequent nor as exact 
as under the ad valorem tax.“ Equaliza- 
tion could readily be made on some 
common basis which would give better 
results than have been forthcoming 
under the property tax. Moreover, 
the depleted railway revenues of the 
depression would probably have been 
reflected in lowered taxes to a larger 
extent with a gross receipts tax than 
with the present property taxes. Even 
if the adoption of a straight gross 
receipts tax would not improve con- 
ditions, it can at least be said that a 
broadening of the tax systems is highly 
desirable in some of the states. The rail- 
roads have frequently opposed tax re- 
form in the Southeast; but, ironically, 
they have fared the worst in jurisdic- 
tions like Florida and Georgia, where an 
antiquated property tax has been relied 
upon most heavily. 

More order could be introduced into 
the tax systems of some of the states 
were their business taxes simplified in 


“Tt is recognized, of course, that there would be 
difficulties under the gross receipts tax, as set forth, for 
example, in the Final Report of the California Tax 
Commission (1929). 
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conformity with recommendations made 
by various committees of the National 
Tax Association. There seems to be no 
good reason for retaining all these 
taxes. North Carolina’s franchise tax 
based upon the assessed value of the 
property and Virginia’s gross receipts 
tax are doubtless defensible from the 
point of view of stability of state 
revenue, since the property tax has 
largely been given up in these states as 
a source of revenue for state purposes, 
but there appears to be little excuse for 
the multiplicity of fees and taxes in 
Alabama and South Carolina. Alabama 
assesses the franchise and taxes the 
capital stock as well as the gross re- 
ceipts. Georgia also assesses the fran- 
chise and taxes the capital stock. While 
the franchise tax on capital stock is 
levied upon all corporations, the fran- 
chises of only public service corpora- 
tions are assessed. Although there may 
be, in fact, an assessable value attached 
to the special privileges possessed by 
public service corporations, it is the 
function of regulation rather than of 
taxation to reach it.” The gross receipts 
tax of South Carolina had better be 
given up if it is to be made no more 
productive. Florida, as compared with 
Alabama and South Carolina, is at the 
other extreme. Her negligible mileage 
tax is in no sense of the word an ade- 
quate business tax; and the property 
tax receipts go almost entirely to the 
localities. The proper kind of business 
levy in all the states is without question 
a proportional net income tax, supple- 
mented perhaps by some sort of a 
property or gross receipts tax. A system 
of business taxation along these lines is 
approached, however, only in North 
Carolina and Virginia. 


47 Regulation is, of course, by no means always 
effective. It is a difficult matter to solve the problem 
of the weak and the strong road. 





Public Utility Legislation in the Depression: 


I. State Laws Extending and Strengthening 
Commission Jurisdiction* 
By D. L. MARLETT and ORBA F. TRAYLOR 


in public utilities during the past 

five years has established public 
control upon a new level higher than 
that attained at any previous time. Al- 
ready the movement has assumed pro- 
portions equal to those of the Roosevelt- 
ian social-reform era of a generation ago 
during which strong state utility com- 
missions were first established. The 
strength of the present movement can 
be traced directly to criticism accumu- 
lated gradually during the more prosper- 
ous I920’s and its subsequent release 
and propagation through the findings of 
state and federal legislative investigat- 
ing committees. That so many of the 
states have been able to adopt new 
utility Jaws may in no small measure be 
attributed to a changed attitude on the 
part of the utility companies themselves. 
Perhaps the companies have looked 
upon such state legislation as the lesser 
of two evils, the greater of which has 
been the threat of more drastic federal 
regulation, or even public ownership. 
The force of present public sentiment 
is reflected, it is true, in the heightened 
morale and the greater activity dis- 
played by the commissions and their 
staffs, spurred on by an aroused public 
opinion. Many commissions have been 
forced by public opinion to discard their 
old role as judicial bodies and to assume 


, ‘HE wave of interest manifested 


*Editorial Note: The basic data for this study were 
originally prepared by the Section of Rates and Re- 
search of the Illinois Commerce Commission. This and 
subsequent parts of the study are presented under the 
editorial supervision of Warren H. Marple of the Com 
mission staff, 


the position of active administrative 
agencies. A permanent record is being 
made, nevertheless, in the legislation 
enacted. The new statutes are deserving 
of careful study, a study made easier by 
the similarity of the legislation enacted 
by many states. The more progressive 
legislation extending commission con- 
trol over activities hitherto unregulated 
has in several states been built upon the 
model bills prepared by the National 
Association of Railroad and Utilities 
Commissioners. The many laws recently 
enacted to bring the so-called “weak” 
commissions up to the level of the 
stronger commissions naturally follow 
more or less in the paths set by the 
latter. 

In this article attention will be di- 
rected only to those state laws enacted 
from 1931 to 1934, inclusive, which ex- 
tended and strengthened the jurisdiction 
of the several commissions.! 

The state legislation enacted during 
the period will be concluded in a second 
article to appear in the next issue of the 
Fournal, in which will be analyzed those 
statutes providing for a reorganization 
of the staff and administration of the 
commissions and for their better finan- 
cial support (such as through direct 
assessments upon the utility companies), 
together with the state laws designed to 
facilitate or promote public ownership. 

The new 1935 legislation will be sur- 
veyed in Part III of this series, leaving 


1 Bus and truck legislation will not be included, since 
it has been so extensive as to warrant separate treat- 
ment. Also attention has been confined to state juris- 
dictions. 
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for Part IV a critical summary and in- 
terpretation of the entire body of legis- 
lation, both state and Federal, enacted 
since 1930. 

The legislation described in this ar- 
ticle will be treated under the following 
heads: temporary rate orders; suspen- 
sion of proposed rates and refund of 
overcharges; control over excessive earn- 
ings and over utility company budgets; 
holding companies and affiliated inter- 
ests; securities; dividends; valuation; 
depreciation; and joint regulation. 

Treatment of these statutes will be 
factual only, leaving the comment and 
interpretation to later articles. For the 
reader’s guidance, a table has been at- 
tached on which are indicated the states 
which have legislated upon each subject 
and the citations for these enactments. 
It should be recognized that the per- 
manence of the entire body of this new 
legislation remains to be seen. Certainly 
the most radical of the changes that have 
been introduced will be subjected to 
court test when the companies, the in- 
vestors, or other interested parties be- 
lieve political and economic conditions 
most opportune. 


Temporary Rate Reduction Orders 


The purpose of temporary rate reduc- 
tion orders is to avoid delay in obtaining 
reduced rates for immediate relief during 
depressed conditions such as have pre- 
vailed during the past few years. The 
power to issue such orders is not an in- 
novation in public utility regulation. 
Several state commissions already had 
such powers prior to the period under 
examination but during the past four 
years at least four other commissions 
have acquired new or additional powers 
in such emergencies. 

The 1933 Illinois act provides that, 


2 Except where otherwise noted, all citations are 
given in the accompanying chart. 
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whenever the commission finds that a 
utility is earning more than a reasonable 
return and that a full hearing would 
require more than 120 days, 


“the Commission shall have the power in 
cases of such emergency and it is hereby 
given authority to at once enter a temporary 
rate order, after notice to said public utility, 
fixing a temporary schedule of rates, which 
order shall be forthwith binding upon said 
public utility.’ 


This temporary order, which must 
limit the reduction to the.amount of 
excess income derived from current 
rates, may remain in effect only for a 
period of nine months from its effective 
date and for an additional three months 
if the commission finds it necessary for a 
final determination. To circumvent 
constitutional objections, a clause is 
included to give the utility the right, 
in case the order is not sustained, to 
amortize the amount of revenue lost 
during the period the order was in effect 
by a temporary increase in rates over 
the old rates. Thus far this power has 
not been tested in the courts, and has 
been applied only where a prima facie 
case of excess earnings could be estab- 
lished. 

The Virginia law, in addition to pro- 
viding for temporary rate reductions in 
substantially the same manner as the 
Illinois law,? specifically states that 
temporary rate orders shall be issued, 
upon petition by a utility and a finding 
that it is earning less than a reasonable 
return, to increase rates temporarily un- 
til a final determination is made, condi- 
tioned upon the refund to customers of 
the excess charges in case the order is 
not upheld. 

The New York commission has for 
some time had the authority to issue 
temporary rate orders. In 1934 its pow- 


3 The Virginia order may be issued if a full hearing 
requires more than go days. 
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ers to effect rapid adjustment in rates 
were still further supplemented by the 
provision that it couid employ original 
cost in determining the adequacy of the 
temporary rates. Specifically the new 
section gives the commission authority 
to prescribe temporary rates “sufficient 
to provide a return of not less than five 
per centum upon the original cost, less 
accrued depreciation, of the physical 
property of said public utility used and 
useful in the public service . . ..” The 
statute also grants adequate authority 
to require that original cost be reflected 
on the companies’ books in continuing 
property records. In line with the ex- 
tension of the commission’s authority 
over companies transmitting or trans- 
porting electricity and gas, the rates 
charged by these companies have also 
been made subject to temporary rate 
orders. 

A North Dakota amendment provides 
that whenever 25% of a utility’s cus- 
tomers petition the Board of Railroad 
Commissioners for a revaluation of the 
utility’s property, the Board must nego- 
tiate with the utility for an immediate 
rate reduction of not less than 15%, and 
in case this is not accomplished within 
30 days, it must “summarily and forth- 
with reduce the rate or rates then in 
force twenty-five per cent . ” The 
utility is protected, however, by one 
clause providing that a petition can be 
filed only once in two years, and a 
second clause permitting it to charge 
the old rates pending an investigation, 
subject to a refund of the 25%, or any 
portion thereof upon determination. 


These powers to issue temporary rate 
orders have been the legislators’ answer 
to the popular clamour for quick relief 
from relatively rigid rate structures and 
slow-moving, cumbersome procedures. 
Thus further flexibility has been intro- 
duced into the established. commission 
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procedure. Its usefulness remains to be 
proved and is somewhat doubtful until 
the courts have rendered their verdict. 


Suspension of Proposed Rates and 
Refunds of Overcharges 


Paralleling the powers of commissions 
to initiate temporary rate orders are 
their additional powers over changes in 
rates initiated by the utilities. Instead 
of merely requiring the filing of rates 
with a reasonable period of notice on 
changes, several state laws were changed 
to authorize the commissions to suspend 
the proposed rates for a longer but 
limited period during which to investi- 
gate their reasonableness. Some states 
permit the utility to put the rates into 
effect if it will post a suitable bond to 
protect the consumers against any pos- 
sible overcharges. 

Considerable legislation has been en- 
acted on this aspect of public utility 
regulation, with at least one governor 
disappointed in the results. The Penn- 
sylvania public utility law was amended 
to state that the commission 


“may, at any time before they become ef- 
fective, suspend the operation of such rate 
or rates but not for a longer period than one 
hundred and fifty days beyond the time 
when such rate or rates would otherwise go 
into effect, unless the commission shall find 
that a longer time will be required, in which 
case the commission may further extend the 
period for not exceeding thirty days . . .” 


When a Pennsylvania utility’s rates 
have been suspended in this manner, 
it may, nevertheless, put the rates in 
effect on or after the proposed date by 
posting a bond with sureties approved 
by the commission, conditioned upon 
the refund of overcharges in case the 
rates are finally determined to be ex- 
cessive. Governor Pinchot, in expressing 
his disappointment with this law, pointed 
out that customers are entitled to have 
rate changes suspended until they are 
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approved by the commission, rather 
than having them suspended at the 
commission’s option. He applauded, 
however, the clause authorizing any 
number of persons to collect their sev- 
eral claims in a single action (which is 
applicable only to overcharges on changes 
in rates), with the judgment to be ren- 
dered severally for each plaintiff. 

The power of suspension under the 
Illinois and Kentucky laws is for an 
initial period of 120 days, with a pos- 
sible additional 120 days in Kentucky 
and six months in Illinois. The Ken- 
tucky law, like the one in Pennsylvania, 
gives the commission the option of sus- 
pension and permits the utility to put 
the proposed rates into effect subject 
to refund of overcharges. The Illinois 


law, on the other hand, specifically 
states that “pending the hearing and 
the decision thereon, such rate or other 
charge, classification, contract, practice, 


rule or regulation shall not go into 
effect.” 

The commissions of North and South 
Carolina are given the power of suspen- 
sion for an initial period of go days, with 
the power of extending the suspension 
order for not to exceed six months resting 
in the North Carolina commission, and 
with the power to “extend the period for 
not exceeding one year” resting in the 
South Carolina commission. For this 
latter body, however, this authority 
applies only to electrical utilities. Both 
of these states permit the utility to put 
the suspended rates into effect subject 
to a refund of overcharges in case they 
are found excessive. 

Whenever a utility files a change in 
its rates in Washington, the Department 
of Public Works has power to enter 
upon a hearing concerning them and, 
pending the decision, to suspend the 
rates for a period not exceeding seven 
months, with no provisions to permit 
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the utility to put in effect the proposed 
change. The utility must bear the bur- 
den of proof in showing the reasonable- 
ness of the changes. Upon complaint as 
to the reasonableness of a utility’s rates 
and a finding by the Department that 
excessive charges have been made, it 
may order the utility to pay the com- 
plainant the amount of excess charges 
with interest from the date of collection. 
An amendment to the California law 
provides that upon the issuance of a 
temporary stay order by the State 
Supreme Court which 
“as a condition thereof permits the charging 
of higher rates, the court shall require the 
public utility affected ... to show the 
amounts being charged or received by such 
public utility, pending the review, in excess 
of the charges allowed by the order or deci- 
sion of the commission . . .” 


Upon final decision of the Supreme 
Court, all overcharges, with reasonable 
interest, must be refunded to the util- 
ity’s customers. 

A similar enactment was made in 
Indiana, except that the utility does not 
have to obtain a stay order but, pending 
the appeal, “shall have the right to 
collect the rate as fixed by said order or 
judgment, or at the old rate, whichever 
is higher in amount,” subject to refund 
of overcharges upon final judgment. 

The North Dakota law, giving the 
commission the power summarily to re- 
duce a utility’s rates (see preceding sec- 
tion), permits the utility to collect the 
old rate conditioned upon refund of 
overcharges. The Virginia law, on the 
other hand, applies to temporary rate 
increase orders, and requires the utility 
to refund any overcharges as finally 
determined by the commission’s hearing. 


Excess Earnings and Budgets 


An entirely new addition to commis- 
sion authority and one encroaching 
further upon the so-called field of man- 
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agement has been adopted in two Pacific 
Northwest states. Both Washington 
and Oregon have granted their commis- 
sions distinctly greater authority over 
company budgets and the application of 
excessive earnings. 

If an Oregon or Washington utility 
earns in excess of a reasonable rate of 
return, this excess must be placed in a 
reserve fund to be applied in whole or in 
part against earnings below a reasonable 
return in subsequent years, or to be 
applied in establishing, replenishing, or 
maintaining amortization, depreciation, 
or other contingent funds, or for any 
other purpose beneficial to the con- 
sumers.‘ The Oregon law states that the 
use of these excess earnings is to be 
“under the direct supervision and by the 
order of the commissioner of public 
utilities.” 

The Oregon and Washington laws also 
provide for the “regulation, restriction 
and control over the budgets of expendi- 
tures of public service companies.’ 
The wider jurisdiction of the Washing- 
ton department extends over the util- 
ity’s entire financial program, including 
all estimated revenues and expenditures 
broken down as the department may 
require. On or before November 1 of 
each year, the utilities must prepare and 
file with the commissioner, or depart- 
ment, for investigation and approval, 
their budget for the ensuing year, and 
may make adjustments or additions 
from time to time by filing supplemental 
budgets. Any part of the budget may 
be rejected but, in Washington, if not so 
rejected within 60 days in the case of 
the original budget, or within 30 days 
for supplemental budgets, the utility 
may consider the budgets approved and 
contract for any of the expenditures in- 
cluded. The Oregon commissioner must 


‘Oregon Laws 1933, c.441, §30; Wash. Laws 1933 
p. 612, §14. ; 
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issue an order approving or rejecting the 
budget in whole or in part. A utility 
may make or contract for any rejected 
items, but they shall not be considered 
as operating expenses or as elements in 
the rate-base unless later approved. 
The approval of the commissioner, in 
either state, however, does not estop 
him from later determining the reason- 
ableness of the approved items. Utili- 
ties in Washington with gross operating 
revenues under $25,000 may be ex- 
empted from this regulation by general 
order. 


Holding Companies and Affiliated Interests 


The unprecedented increase in inter- 
relations among public utilities and the 
development of “affiliated interests” 
during the 1920’s was checked by the 
economic collapse which began in 1929. 
The exposé of the financial arrange- 
ments and practices of certain holding 
companies and utilities aroused public 
opinion against the industry and gave 
rise to a deluge of state legislation and 
to the Rayburn-Wheeler Bill now before 
the Federal Congress. The interstate 
character of many of these corporate 
affiliations has added greatly to the 
difficulties of the states in enacting ade- 
quate legislation. Three principal 
phases are discernable in the legislation 
of the last four years: (1) disclosure of 
substantial interests; (2) contracts 
among affiliated interests; (3) extension 
of credit, loan policies, and assumption 
of liabilities. But before considering 
these aspects of the problem it is perti- 
nent to examine the legislative progress 
recently made in defining what consti- 
tutes an “affiliated interest.” 

Definitions of Affiliated Interests. Sev- 
eral states have defined affiliated inter- 
ests in substantially the same manner, 


5 Oregon Laws 1933, ¢.441, §1; Wash. Laws 1933, p. 
607, §10. 





State 


Alabama. . 


Arizona... 


Arkansas. . 


California . 


Delaware. . 
Florida... . 
Georgia... 


Illinois. . . . 


Indiana... 


Kentucky . 


Louisiana. . 


Maine.... 


Maryland. 


Michigan. . 


Minnesota. 


Missouri.. . 
Montana. . 
Nebraska. . 


Nevada... 
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Cuart I. 


Temporary 
Rate 


Reduction 
Orders 


Laws 1933, 
Pp. 846, §36 


Suspension 
of Proposed 
Rates 


Acts 1934, 
+ 145, 
$4 (c) 
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Refunds Holding 
of Companies 

Overcharge an 

Affiliates 
Gen. Acts 
(Extra Sess. 
1932), Act 
232, $§3, 4, 
5, 10 


Stat. 
(passed) 
1933s 
C. 442, §2 


Acts 1933, 
C. 190, $4 


Acts 1934, 
C. 145, 
$4 (c) 


Acts 1932, 
No. 203, §1 


Laws 1933, 
C. 213, 
A 


Laws 1933, 
Cc 


Securities 


Gen. Acts 


(Extra Sess. 


1932), Act 
232, §8 


Acts 1931, 
No. 109; 
Act. 1933, 
Nos. 12, 


Laws 1933, 
P. 844, §27 


Acts 1933, 
C. 190, 
§§7A, 8 


Acts 1934, 
C. 145, 
$4 


Laws 1931, 
C. 23, 
§42-A 


Laws 1933, 
C. 381, 
§381-A 


Acts 1932 
C. 290 5 


Dividends 


Gen. Acts 


(Extra Sess. 


1932), Act 
232, $§ 6, 7 


Laws 1933, 
P. 845, §278 


Sess. 1933), 
C. 88, §2 


Valuation 


Gen. Stat. 
— 
1933), 
$957 (b) 


Laws 1933, | Laws 1933, 
Pp. 846, §30 2 Sas, 278 
2 


Acts 1933, 
C. 190, §§4, 
5,7 


Acts 1934 
C. 145, 
$4 (£ 


Acts 1933, 
C. 294 





State 
N. Ha 


N. Jen 


N. Me 
New Y 


N. Car 
N. Dak 


Ohio. . 
Oklaho1 
Oregon. 


Penn. . ; 


a... 
8. Carol 


8. Dako 
Tenness 
Texas.. | 
Utah... 


Vermont 


Virginia . 


Wash... | 


W. Va.. 


Wisconsi 


Cuart I. (Cont’d.) 
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centum or more of the voting capital stock 
of such public utility; 

“(b) } a corporation and person in any 
chain of successive ownership of ten per 
centum or more of voting capital stock; 

“(c) Every corporation, ten per centum 
or more of whose voting capital stock is 


but the Illinois law seems to be one of 
the most comprehensive. It reads: 


“For the purposes of this section, the 
phrase ‘affiliated interests’ means: 

“(a) Every corporation and person own- 
ing or holding directly or indirectly, ten per 
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owned by any person or corporation owning 
ten per centum or more of the voting capital 
stock of such public utility, or by any person 
or corporation in any such chain of succes- 
sive ownership of ten per centum or more of 
voting capital stock; 

“(d) Every corporation, ten per centum 
or more of whose voting securities is owned, 
directly or indirectly, by such public utility; 

“(e) Every person who is an elective 
officer or director of such public utility or of 
any corporation in any chain of successive 
ownership of ten per centum or more of 
voting capital stock; 

“(f) Every corporation which has one or 
more elective officers or one or more direc- 
tors in common with such public utility; 

“(g) Every corporation or person which 
the Commission may determine as a matter 
of fact after investigation and hearing is 
actually exercising any substantial influence 
over the policies and actions of such public 
utility even though such influence is not 
based upon stock holding, stockholders, di- 
rectors or officers to the extent specified in 
this section. 

“(h) Every person or corporation who or 
which the Commission may determine as a 
matter of fact after investigation and hear- 
ing is actually exercising such substantial 
influence over the policies and actions of 
such public utility in conjunction with one 
or more other corporations or persons with 
which or whom they are related by owner- 
ship or blood relationship or by action in 
concert that together they are affiliated 
with such public utility within the meaning 
of this section even though no one of them 
alone is so affiliated. 

“Provided, however, that no such person 
or corporation shall be considered as affili- 
ated within the meaning of this section if 
such person or corporation is otherwise sub- 
ject to the jurisdiction of the Commission or 
such person or corporation shall not have had 
transactions or dealings other than the 
holding of stock and the receipt of dividends 
thereon with such public utility during the 
two-year period next preceding.” 


Curiously, enough, the exemption under 
paragraph (h) means that two public 
utilities within the State of Illinois can- 
not be affiliated interests. Their trans- 
actions are regulated, however, under 
a separate section. 


The Indiana and Kansas definitions 
differ from the above only by leaving out 
paragraph (d). The New York law of 
1930, which contained the same defini- 
tion as the laws of these last two states, 
was changed to read 5% instead of 10% 
of the voting stock and to drop the ex- 
emption provided for in paragraph (h) 
of the Illinois statute. The Oregon and 
Wisconsin laws are substantially the 
same as the amended New York law, 
except for Wisconsin’s additional pro- 
vision that trustees, lessees, holders of 
beneficial equitable interests, voluntary 
associations, receivers, and partnerships 
may also fall under the category of 
affiliated interests. 

Alabama and Washington which also 
apply the 5% rule omit entirely parts (f), 
(g), and (h) of the Illinois law, and Ala- 
bama also omits part (c), but includes 
“any holding company or affiliated in- 
terests, substantially affecting the finan- 
cial status or credit of the utility, or the 
management or control.” Both states 
substitute for part (d) of the Illinois law 
the following: “Every corporation or 
person with which the public service 
company has a management or service 
contract.” Virginia also uses this latter 
substitution, but retains the 10% re- 
striction used in the Illinois definition. 

The substantial effect of the Pennsyl- 
vania amendment, which uses the 10% 
rule, is to consolidate parts (a) and (b) 
of the Illinois provisions into one clause 
and to omit parts (d), (e), (f), (g), and 
(h). The New Hampshire statute omits 
all except parts (a) and (c), uses 20% 
instead of 10%, and adds: an affiliated 
interest is “any person with whom a 
public utility has a management or 
service contract or arrangement.” The 
less restrictive Maine law applies to 
those 


“holding, controlling or owning in excess of 
25% of the voting capital stock of such pub- 
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lic utility, or with any corporation which is 
itself owned or controlled by or affiliated 
with any corporation, person, partnership 
or trust, holding, controlling or owning a 
majority of the voting capital stock of such 
public utility.” 


Disclosure of Substantial Interests. The 
Illinois and Kansas commissions have 
been given jurisdiction over the holders 
of a utility’s capital stock sufficient to 
enable them to determine the identity 
of holders of any substantial interest 
(whether or not they are affiliated), de- 
fined as 1% of the company’s voting 
securities. Indiana, New Hampshire, 
and Wisconsin also have this authority 
and in addition the laws require the 
utility to disclose in its annual report to 
the commission the holders of substan- 
tial interests as above defined. The 
jurisdiction of the Pennsylvania com- 
mission extends over stockholders to 
the extent of ascertaining the identity 
of substantial interests defined as 10% 
of the voting capital stock. 

The Alabama, Illinois, Indiana, and 
Kansas commissions (and the New York 
commission in 1930) were given express 
jurisdiction over affiliated interests to 
the extent of access, for investigatory 
purposes, to their accounts, records, ex- 
penses, and reports applicable to their 
transactions with public utilities. 

Contracts with Affiliated Interests. A 
new section of the Louisiana law states 
that the commission shall investigate all 
contracts and agreements of utilities 
with any other person or company, 


“whether affiliated with such public utilities 
or not, and shall have the power to disallow 
as an operating expense of any public utility 
such part of the amount so paid by it under 
any such contract or agreement [found] to 
be unjust or unreasonable and designed for 
the purpose of concealing, abstracting, or 
ce" the net earnings of such public 
utility.” 


Illinois, Maine,Oregon, Virginia, Wash- 
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ington, and Wisconsin require that any 
contract of a public utility with an 
affiliated interest must be filed and ap- 
proved by the commission before it be- 
comes effective. If the commissions 
disapprove the contract, the payments 
under it are not to be considered in oper- 
ating expenses or in the rate-base of the 
utility. _ The Illinois commission can 
waive the requirement for contracts in- 
curring a total obligation not exceeding 
$500, as can the Maine commission for 
those which “will not affect the public 
interest.” The Virginia, Washington, 
and Wisconsin commissions “shall have 
continuing supervisory control over the 
terms and conditions of such contracts 
and arrangements ...,” and can ex- 
clude any payment, in whole or in part, 
to an affiliate, and issue a cease and de- 
sist order covering it, if such contract 
is found to be “‘not consistent with the 
public interest.” An order must be 
issued by the Pennsylvania commission 
stating the reasons for approval or dis- 
approval of contracts, which are re- 
quired to be filed with it. Although the 
law does not specifically require approval 
for the contracts to become effective, 
the Pennsylvania commission may re- 
quire the utility to advertise their na- 
ture, the amount and parties involved, 
and whether they have been approved or 
disapproved. 

The Alabama, Indiana, Kansas, and 
New Hampshire commissions require 
the filing of contracts with affiliated 
interests and are given the power to dis- 
approve them, and to exclude from oper- 
ating expenses or the rate-base any such 
disapproved payments. Alabama has 
further stipulated that officers and di- 
rectors of a utility “shall be deemed to 
stand in a fiduciary relation to the 


6 Commissions may, of course, adopt certain rules 
and regulations exempting the approval of contracts 
involving obligations under certain amounts. 
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corporation,” and forbids the delegation 
or surrender of duties by directors. The 
New Hampshire act places the burden 
of proof of reasonableness upon the 
utility and exempts from filing contracts 
involving a consideration under $500. 

Amendments to the Massachusetts 
law require contracts of gas, electric, and 
water companies with an affiliated com- 
pany to be filed with the department 
within 10 days after their execution. A 
new Vermont statute also requires the 
filing of any contract with a person or 
company “holding, controlling or own- 
ing” 25% of a utility’s voting capital 
stock, or with any company which is 
itself “owned or controlled” by a com- 
pany so affiliated with the utility. The 
South Carolina act regulating electrical 
utilities states that, when the commis- 
sion finds that “any other corporation 
or person either exercises, or is in a posi- 
tion to exercise, by reason of ownership 
or control of securities or for any other 
cause, any reasonably substantial con- 
trol” over a utility, 


“the burden of proof shall be upon such 
electrical utility to establish to the satisfac- 
tion of the Commission the reasonableness, 
fairness, and absence of injurious effect upon 
the public interest of any charges made by 
such other corporation or person against 
such electrical utility.” 


Extension of Credit, Making of Loans, 
and Assumption of Liabilities. Public 
utilities in Illinois, Kentucky, Mary- 
land, and Washington are forbidden to 
lend their funds, pledge their credit, or 
assume liabilities, directly or indirectly, 
in behalf of any other person or company 
without commission approval. A simi- 
lar act in Massachusetts applies only 
to gas and electric companies. In Kan- 
sas, Maine, Oregon, Pennsylvania, Vir- 
ginia, and Wisconsin, the restriction as 
to extension of credit and making of 
loans is to apply only to affiliated inter- 
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ests, while in North Carolina it applies 
to preferred and common stockholders 
and bondholders as well as to affiliated 
interests (which in this state are unde- 
fined). The Wisconsin law requires com- 
mission approval of loans to officers and 
directors of a public utility. A new sec- 
tion of the New York law prohibits loans 
and assumption of liabilities for the 
benefit of any stockholders, and another 
prohibits use of operating revenues for 
other than operating expenses, construc- 
tion or improvement of facilities, and 
payment of indebtedness or dividends. 


Securities 


Closely related in some respects to the 
new controls over intercorporate rela- 
tions are those extending jurisdiction 
over operating company finances and 
security issues. Those states which are 
for the first time granting their com- 
missions jurisdiction over operating com- 
pany securities are frequently including 
provisions looking toward the protection 
of the company from financial abuses 
at the hands of its parent organization. 

Six states (Kentucky, North Carolina, 
Oregon, South Carolina, Virginia, and 
Washington) established new and rather 
complete laws for regulating public util- 
ity securities. The Kentucky and North 
Carolina acts are quite similar in that 
they forbid the issuance of any securities 
or the assumption of any obligation or 
liability until, and then only to the ex- 
tent that, the commission by order so 
authorizes; they are also alike in that 
they exempt from commission approval 
notes maturing not more than two years 
from the date of issue, or the renewal of 
such notes for a period “‘not exceeding 
in the aggregate, six years from the date 
of the issue of the original note.” These 
states authorize their commissions to 
grant or deny the petition, to grant it in 
part or deny it in part, or to grant it 
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with modifications and conditions. The 
Kentucky law also forbids a utility to 
lend its funds, pledge its credit, or as- 
sume liabilities in favor of any other 
person or company. The North Carolina 
act is more explicit on further regula- 
tions, such as requiring reports on the 
disposition of proceeds not only from 
regulated but from exempt issues, and 
providing for joint regulation of securi- 
ties with other states. 

South Carolina enacted a somewhat 
similar law, but it applies only to elec- 
trical utilities and has stricter provisions 
on exemptions; note issues payable 
within one year, or renewed for an aggre- 
gate period not exceeding two years are 
exempt. 

The Oregon, Virginia, and Washing- 
ton acts begin with a statement that the 
power of public utilities to issue securi- 
ties “is a special privilege, the right of 
supervision, regulation, restriction and 
control of which is and shall continue to 
be vested in the state.”” The laws then 
make unapproved issues void and state 
in some detail the purposes for which 
securities may be issued, the rules of 
commission procedure on applications 
for approval of securities, the fees to be 
paid, and the manner of reporting dis- 
position of proceeds. All three states 
exempt notes maturing not more than 
one year after date, require the approval 
of assumption of liabilities of other com- 
panies, provide for joint regulation of 
securities with other’ states, and forbid 
the capitalization of intangibles in ex- 
cess of the amount actually paid for 
them. The Oregon law also governs the 
acquisition of other companies by a 
utility, and assesses the cost of investi- 
gating applications against the utility. 
The Virginia law exempts securities once 
issued and reacquired to be held in the 
treasury. In Washington, a utility may 
not lend its funds, pledge its credit, or 


assume liabilities in favor of any other 
person or company. Illinois and Mary- 
land also enacted this last provision to 
supplement the previously established 
regulation of security issues. 

An amendment to the Pennsylvania 
law reads: “Upon the approval of the 
commission, evidenced by its certificate 
of public convenience first had and ob- 
tained, and not otherwise, and upon 
compliance with existing laws” it shall 
be lawful for a utility to issue securities. 
Further amendments exempt securities 
payable not more than one year from 
date of issue, require commission ap- 
proval to dispose of unissued treasury 
securities (but not those once issued and 
reacquired), and authorize joint regula- 
tion of securities with other states. Ap- 
proval must also be obtained “‘to guaran- 
tee or assume liability for the payment of 
principal or interest of any securities 
issued by any other person, partnership, 
or corporation.” 

Alabama added a provision to its law 
to exempt in addition to those securities 
with a maturity of less than two years 
“securities aggregating (together with 
all other outstanding notes of a maturity 
of two years or less) not more than five 
per centum of the tangible fixed capital.” 
An addition to the Vermont law pro- 
hibits the sale or lease of assets, mort- 
gage or pledge of property, or issuance 
of bonds, notes or other evidences of in- 
debtedness payable more than one year 
after date except with the commission’s 
consent. 

An interesting amendment to the In- 
diana law permits the issuance of securi- 
ties for labor and property at their “‘cur- 
rent fair cash value” (formerly the pro- 
vision was “true money value’). It 
further was added that “the total 
amount of preferred stock and indebted- 
ness of any utility shall not exceed at 
any time by authorization of the com- 





184 


mission an amount in excess of seventy- 
five (75) per cent of the total capitaliza- 
tion of such public utility.” Finally, the 
provisions governing the petition for 
and investigation of the issuance of 
securities were stated more explicitly 
and strictly. 

A new provision in the Maine laws 
permits a public utility at the time of its 
organization to issue for organization 
purposes, without the consent of the 
commission, “‘not more than six shares 
of stock at par for cash, or if no-par 
stock, for the consideration of one hun- 
dred dollars per share.” 

General security act amendments to 
“blue-sky” regulations, not expressly 
applicable to public utilities, give the 
Massachusetts commission wider pow- 
ers over all securities in the state; the 
Kansas commission greater control over 
all security sales through the authority 
to investigate the accounts of any cor- 
poration issuing or guaranteeing securi- 
ties; the Arkansas Railroad Commission 
stronger regulatory authority over secu- 
rities of investment companies and credit 
unions (which authority was later trans- 
ferred to the newly created Corporation 
Commission in 1933, and then to the 
Bank Commissioner, with further amend- 
ments, later in the same year). In 1931 
the Wisconsin commission was given 
additional control of all public utility 
security issues, and in addition, reorgan- 
izations of public service companies were 
explicity stated to be subject to its 
supervision and control. 

Alabama, New Hampshire, South 
Carolina, and Washington enacted laws 
prohibiting the sale of securities of other 
companies during working hours by an 
employee of a public utility, and for- 
bidding the utility to require an em- 
ployee to purchase any security whatso- 
ever or to permit deduction from his 
wages or salary of any payment for such 
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securities. Thus a blanket prohibition 
has been enacted to end an abused hold- 
ing company practice. 


Dividends 


The Alabama and Washington laws 
forbid the payment of any dividend upon 
a utility’s common stock until (1) its 
earnings and surplus, after proper re- 
serves, are sufficient to enable the com- 
pany to do so, and (2) the payment will 
not impair the ability of the utility to 
perform its duty to render reasonable 
and adequate service at reasonable rates. 
Both Commissions have the power at 
any time upon a finding “‘that the util- 
ity’s capital is impaired”’ to issue a cease 
and desist order until the utility has 
proved that the condition no longer ex- 
ists. In Alabama, if a utility proposes to 
pay a dividend other than above speci- 
fied, it must give a 30-day notice to the 
commission, but in Washington all pro- 
posed payments of dividends on common 
stock must first be approved. 

The power of the Illinois and Wiscon- 
sin commissions is similar over common 
stock, and in Illinois applies also to pre- 
ferred stock. In both these states a 
further clause prohibits payment of a 
dividend unless the utility has made the 
depreciation provisions specified by the 
commission, or in Illinois, a reasonable 
depreciation annuity if none has been 
specified. 

The authority of the Kansas commis- 
sion extends over any dividend of a 
public utility, the law specifically stating 
that the commission “‘shall enter an or- 
der prohibiting the payment of such 
dividends” when they will so impair the 
utility’s financial condition that it can- 
not adequately maintain its property in 
a reasonable state of efficiency and 
render adequate service to its customers. 


Valuation 
Commissions in Illinois, Kentucky, 
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North Carolina, South Carolina, and 
Washington were given the power to 
ascertain the value of the property of 
every public utility in their respective 
states, to make revaluations from time 
to time, and to ascertain the value of all 
new construction, extensions, and addi- 
tions. The Illinois law places the burden 
of establishing this value upon the public 
utilities. The North Carolina commis- 
sion was ordered to proceed as promptly 
as possible to investigate and fix the 
fair value of utilities “in line with present 
economic conditions.” According to the 
Kentucky law, the commission shall give 
due consideration to the “history and 
development of the utility and its prop- 
erty, original cost, cost of reproduction 
as a going concern, and other elements 
of value recognized by the law of the 
land for rate making purposes,” but it is 
limited to the right of valuation and re- 
valuation only for the purpose of deter- 
mining the reasonableness of rates or of 
security issues. The South Carolina law 
applies only to electrical utilities and 
forbids the capitalization of any fran- 
chise, rights, and similar elements for 
more than the actual amount paid for 
them. 

An amendment to the Indiana law 
provides for valuation at the “current, 
fair cash value” (instead of “true money 
value”). Significant additions to the law 
forbid the valuation of land at more 
than its value for taxation: 


“In making such valuation no account 
shall be taken of presumptive values resting 
on natural resources independent of any 
structures in relation thereto; the natural 
resource itself shall be viewed as the public 
property. No account shall be taken of good 
will or presumptive values growing out of 
the operation of any utility as a going con- 
cern, all such values to rest with the munic- 
ipality by reason of the special and exclusive 
grants given such utility enterprises. No ac- 
count shall be taken of construction costs 
unless such costs were actually incurred and 
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paid as part of the cost entering into the 
construction of the utility. All public utility 
valuations shall be based upon tangible 
property . . . Asan element in determining 
value the commission may also take into 
account reproduction costs at current prices, 
less depreciation, . . . and shall not include 
good will, going value, or natural resources.” 


Further amendments to the Indiana 
law (1) prohibit the commission’s recog- 
nition, for rate-base purposes, of any 
expenditures in excess of $10,000, unless 
they have been approved by the com- 
mission or unless they are proved to be 
used and useful in the public service; 
and (2) give the commission 


“‘power to pass upon, approve and limit the 
expenditures of a public utility in a rate case 
which are to be charged against the rate- 
base to be amortized over a period of years 
as determined by the commission; it being 
the intent and purpose to prevent excessive 
expenditures by the utilities for expert wit- 
nesses, legal and stenographic expense in 
rate hearings and appraisals.” 


The New York Commission may re- 
quire utilities to maintain continuing 
property records by which currently to 
reflect the original cost of the physical 
property and the reserves accumulated 
for its retirement or replacement.’ 


Depreciation 


The Illinois Act forbids any utility to 
“pay any dividend upon its common and 
preferred stock unless it shall have set 
aside the depreciation annuity pre- 
scribed by the Commission or a reason- 
able depreciation annuity if none has 
been prescribed.” 

Depreciation accounts were made 
mandatory in Pennsylvania by striking 
from the existing law the clause “if re- 
quired so to do by order of the commis- 
sion.” 

The South Carolina Act (applying 


7For the power of the commission to enter a tem- 
porary rate order to yield a return based upon the 
original cost, see p. 175. 
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only to electrical utilities) states that a 
“utility shall have the right, and may 
be so required, to charge annually as an 
operating expense a reasonable sum for 
depreciation and credit the same to a 
reserve account.” Furthermore, ‘the 
Commission shall have the right and 
power to control or limit such deprecia- 
tion reserve.” 

Public service companies in Washing- 
ton may be required to carry proper and 
adequate depreciation or retirement ac- 
counts, for which the department of pub- 
lic works has the power to fix proper and 
adequate rates, and in so doing “may 
consider the rate and amount thereto- 
fore charged by the company for depre- 
ciation or retirement.” 

The Wisconsin commission was given 
new and rather comprehensive powers 
in the determination of proper deprecia- 
tion rates for public utility property. 
The utility must submit its proposed 
rates (for each class of property, and 
also the composite rate) which the com- 
mission can approve or for which it can 
substitute other rates. This substitution, 
if the utility does not apply for a hearing 
within 30 days, is to have the effect of an 
order. The percentage depreciation rates 
may be revised from time to time in the 
light of the “experience of the public 
utility in accumulating a depreciation 
reserve under previous rates, the retire- 
ments actually made, and such other 
factors as may be relevant.” After the 
rates have finally been determined, they 
shall be used in any proceedings, unless 
later found unreasonable; and it is un- 
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lawful for the utility to pay any divi- 
dends or credit any earnings to surplus 
until the amount of depreciation has 
been credited to a reserve. Finally, 
utilities may provide for depreciation 
on a sinking-fund basis upon approval of 
the commission. 


Foint Regulation 


The states of Connecticut, Massa- 
chusetts, New Jersey, and Vermont each 
passed a law authorizing their respective 
commissions 


“to enter into compacts [with other states] 
. . . for the purpose of establishing joint 
regulation and control of rates for elec- 
tricity and gas transmitted between such 
states; provided the power to enter into such 
compacts shall be authorized by the Cong- 
ress of the United States.” 


The compacts were not to become ef- 
fective until approved by the Congress 
of the United States, and their terms 
were to be reported to the first general 
assemblies of the respective states next 
after the negotiation of the compact. 
The South Carolina commission was 
given the “power and authority to make 
joint investigations, hold joint hearings 
and issue joint or concurrent orders in 
conjunction or concurrence with any 
other official Board or Commission of 
any State of the United States.” It was 
provided that “the Commission shall 
function under agreements or compacts 
between States, or under the concurrent 
power of States to regulate interstate 
commerce, or as an agency of the Federal 
Government or otherwise.” 





II. Marketing Electric Power in the 
Depression: A Study of Cases* 


By LAWRENCE W. CHIDESTER 


HE first instalment of this article 

described in general the market 

here under discussion, together 
with the trend of its power sales in the 
years 1928-1933. Then followed two case 
studies of customers lost by the utility 
during this period. To complete the 
cross-section picture of this one market, 
the concluding section will analyze two 
instances of wholesale customers added 
during the depression, as well as the 
attitudes toward purchased power of 
two prospective customers and also of 
two old customers of the utility. 


Customers Added 


The number of wholesale customers 
added by the utility since 1929 has de- 


clined each year. In 1930 seven large 
customers contracted for new or addi- 
tional capacity amounting to 4,700 kw. 
and 144 small customers contracted for 
24,693 kw. In 1931 three customers con- 
tracted for 3,600 kw. and 93 asked for 
18,718 kw. In 1932 one new customer 
contracted for 2,500 kw. and 55 added 
7,664 kw. These data are from the 
yearly reports of the utility to its stock- 
holders, and no mention was made in 
the 1933 report of new wholesale loads 
added. 

With the exception of the two cases 
briefly analyzed below and a few tem- 
porary customers, all the additions were 
commercial lighting loads. 

Company 22. For many years Com- 

* For Part I of this article see 11 Journal of Land & 
Public Utility Economics 48-58 (February, 1935). 
Footnotes and tables are numbered consecutively 
with those in the first instalment. 

Note: The writer wishes to correct an error which 
occurred in the first instalment. On page 52 the cal- 


culation of the per-kw.hr.-cost of purchased power 
for Company 19 should have been as follows: 


pany 22, a tanning factory, had been 
buying power from a nearby chemical 
company which had excess capacity. In 
addition to supplying the tanning fac- 
tory the chemical company also fur- 
nished power to a fertilizer plant. The 
source of Company 22’s power was 
¥%-mile distant and the Company had 
to maintain its own transmission line. 

In the spring of 1929 the tanning fac- 
tory was purchased by the present 
owners. They found the rate for power 
to be 3.5c per kw. hr. from the chemical 
company. In addition, they had an in- 
vestment in the transmission line includ- 
ing several transformers. The current 
had to be stepped up at the source and 
then stepped down at the tanning plant. 
In a short time the rate was reduced to 
3c per kw. hr. 

Company 22 knew it could purchase 
power from the utility at a rate lower 
than 3c but it was loath to make the 
change because its sewage disposa! sys- 
tem ran across the property of the 
chemical company. In other words, 
there was a friendly relationship between 
the two companies which might be dis- 
turbed if the source of power was 
changed. The tanning company could 
visualize a large investment in a new 
sewage disposal system if the relation- 
ship was disrupted. 

In the spring of 1931 the chemical 


Operating cost 
Fixed cost 


Total cost 
Then the sentence immediately following this cal- 
culation should read: ‘Note that, according to the 
engineer’s calculations, the cost of generated power 
was 1.160c per kw. hr. compared to 3.5c” (not 6.17¢). 
This error does not, of course, affect the conclusion 
drawn from the data. 
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company gave notice that it would soon 
dismantle its whole plant and move else- 
where. The tanning company had two 
alternatives: to improve its own plant or 
to buy power from the utility. It needs 
process steam, and for this purpose oper- 
ates one 150 H. P. engine fed by two 
boilers. The engines and the boilers are 
old and the engine is overloaded about 
25 H. P. Some of the machinery is 
operated by the steam engine direct by 
belts. A small generator formerly used 
for lighting during week-ends had been 
removed. 

Company 22 called in a consulting 
engineer who recommended that power 
be purchased from the utility. No writ- 
ten report is available but the main 
reason for the recommendation seems to 
be that the Company’s power plant is 
not large enough to supply the total de- 
mand, and a large investment would be 
required to achieve the necessary ca- 
pacity. The present monthly demand is 
about 235 kw. which could not be gener- 
ated with a 125 H. P. engine. Further, 
the Company was not in a position to 
raise the money needed for a new plant. 

The Company has a varying load. 
Some days it requires power 24 hours 
and others it can shut down after the nor- 
mal working day. At present the steam 
engine runs from Io to 12 hours per day. 

Company 22 is well satisfied with 
utility service. Where previously it had 
to maintain its line to the chemical 
power plant and frequently require its 
men to get up in the middle of the night 
to repair the damages of a lightning 
storm, now it merely calls on the utility 
to make the necessary repairs. 

The cost of purchased power to Com- 
pany 22 at the present time is 1.77c per 
kw. hr. This price is only slightly more 
than one-half the amount previously 
paid to the chemical firm. 

This case incidentally emphasizes the 


danger of one industrial relying upon an- 
other for its power requirements. 

Company 23. In June, 1931, Company 
23 shut down its own plant and began 
buying power from the utility. Con- 
sumption on the G-rate was 105,400 kw. 
hrs. in 1931, 216,800 kw. hrs. in 1932, 
and 261,200 kw. hrs. in 1933. 

Prior to the time this change was 
made, Company 23 had spent very little 
on maintenance of its power plant. Con- 
sequently, the plant was in bad shape; 
improvements of some kind were neces- 
sary. 

Since Company 23 manufactures ma- 
chinery, its only demand for steam is 
for heating purposes; it has no process 
steam load. Power for operating its own 
machinery, prior to the 1931 change, was 
obtained direct by belts from steam en- 
gines. A small DC generator supplied 
the lighting load and the electric light 
thus supplied was said to have been bad. 

Cost calculations played very little 
part in the decision of Company 23 to 
purchase current from the utility. The 
Company was willing to pay a premium 
for central station service. Perhaps an 
important reason that cost was not con- 
sidered is that the Company is small and 
could not hope to meet its power re- 
quirements at as low a cost as it could by 
buying from the utility. 

The greatest advantage this Company 
claims for utility service is flexibility. 
Under the old conditions if the Company 
wanted to operate only part of its fac- 
tory it had to run its whole power plant; 
consequently much power was wasted. 
Under the new conditions it can operate 
its factory by segments of almost any 
size. Such flexibility is very important 
during a business depression. Even if 
business is booming, utility service will 
be more flexible, for certain depart- 
ments can be operated overtime without 
running the whole power plant. 
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Company 23 also claims central serv- 
ice is more convenient; power can be 
obtained by merely throwing a switch. 

A factor of minor importance, but one 
to be considered, is that by shutting 
down its own engines vibration is les- 
sened to a great extent and building 
maintenance is reduced. 

Company 23 understands demand 
charges perfectly because it leases prac- 
tically all the machinery it manufac- 
tures. In fact, the Company never sold 
its machinery outright until the present 
depression when customers began to ob- 
ject to minimum charges. These mini- 
mum charges of Company 23 are exactly 
analogous to demand charges of utilities. 
The only solution for Company 23 was 
to sell its machines. Since the Company 
makes a greater profit on outright sales, 
it is satisfied. Unfortunately a public 
utility has no such easy solution to its 
problems. 

Reaction of Prospective Customers 

This section will present two out- 
standing cases of industrials which the 
utility has never been able to obtain as 
customers. Both companies recently 
examined the possibilities of purchasing 
power. The cases show the problems 
faced by a utility in meeting the compe- 
tition of isolated plants which have 
always supplied their own needs. 

Company 31. This firm has several 
plants in the East manufacturing dif- 
ferent kinds of products for distribution 
in its chain of retail stores. The main 
plant, producing drug products, also 
contains the executive offices. This plant 
has some demand for process steam, but 
it is supplied direct from the boilers be- 
cause the pressure obtained from the 
engine exhaust is not great enough to 
reach the extreme ends of the plant. The 
factory has a large heating load during 
at least seven months of the year, and 
this steam load is sufficient to supply the 
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power requirements. When heat is not 
needed, steam is exhausted into the 
atmosphere. There are close to 1,000 
electric motors in the plant, and the 
lighting load is about 40% of the total 
electric load. 

The power plant burns oil and con- 
tains 4 generating units: a 200 kw. uni- 
flow engine with dynamo, and 3 D-slide 
valve engines with dynamos of 150, I00, 
and 75 kw. capacity. The load is very 
fluctuating inasmuch as drugs are made 
in batches with no set schedule of pro- 
duction, and such equipment as ele- 
vators, if all are started simultaneously, 
set up a large peak for short periods. 
Also, the lighting load, being 40% of the 
total, can establish a large peak on a 
dark day. The peak load is about 
475 kw. 

Company 31 claims its power plant is 
very flexible. Much of the time its power 
requirements can be taken care of by 
the 200 kw. unit, the most efficient unit, 
and this cuts down waste of steam in the 
summer months. Furthermore, June, 
July, and August, the months of the least 
demand for heat, are the slack months 
for manufacturing. By having 4 small 
units instead of one or two large units, 
Company 31 can vary its power produc- 
tion fairly well with the demand. It has 
a print shop which operates 24 hours a 
day and this department can just be 
taken care of by the 75 kw. unit both as 
to heat and as to power. 

It should be noted that there is a poor 
steam balance in this case and that 
process steam does not have to be con- 
sidered. Company 31 claims its heating 
load is more than enough to supply 
power requirements; in fact, at times it 
must use live steam from the boilers for 
heat. Despite the fact that it exhausts 
steam into the atmosphere during five 
months of the year, the Company main- 
tains it can produce power cheaper than 
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the utility can. For accounting purposes, 
the Company does not allocate a low 
power cost during the months when all 
steam is used and a high cost when none 
is used, but allocates a yearly average. 
In 1933 the Company generated 895,- 
200 kw. hrs. at an average cost of 2.07c 
per kw. hr. considering steam as a by- 
product with none of the costs al- 
located to it. That is, 2.07c was the 
total cost, including interest, deprecia- 
tion, insurance, etc., of both steam for 
heat and for power. In March, 1934, 
the cost was 1.89c per kw. hr. 

The chief engineer of the Company, in 
charge of all power plants, has a strong 
objection to demand charges of utilities. 
It is doubtful if he understands their 
nature. He claims the utilities could get 
a lot of business if they would quote a 
straight energy rate. The engineer be- 
lieves that demand charges make it im- 
possible for the utility to meet his iso- 
lated plant costs. Another reason why 
he would not consider central station 
service is that the plant is equipped for 
DC, and would require a large invest- 
ment in converters or in changing over 
motors for AC. 

The engineer points out that his Com- 
pany, with its fluctuating power load, 
would have high demand charges, es- 
pecially if those charges are based on the 
three highest demands in a month as 
they are in the utility’s schedules. He 
believes in demand charges on a monthly 
basis. In this connection it should be 
pointed out that Company 31 has a 
plant in the territory of another utility 
which about two years ago began to 
base demand charges on a monthly 
basis. This raises a vexing problem; that 
is, a large industrial with several plants 
located in the territories of several dif- 
ferent utilities all of whom may have 
different rate schedules. As in this case, 
Company 31 cannot understand why 


one utility will base demand on a 
monthly basis and another on a yearly 
basis. It is quite obvious that the for- 
eign utility was probably forced by busi- 
ness conditions to cut down on demand 
charges and chose this means of solving 
the problem. The local utility, on the 
other hand, raised its demand charges 
on all power schedules and adopted the 
monthly demand only on the G-rate. It 
is easy to see why the chief engineer 
would hold the views he does when he 
finds such variations in rate practices. 
Company 31 has a candy factory 
which operates on purchased power un- 
der the S-rate. On this rate the Com- 
pany must take power from its own 
plant during six hours of the day in 
November, December, and January. It 
had an unfortunate experience in Janu- 
ary, 1933, when it was forced to operate 
during the restricted hours, and this 
occurrence probably accounts in large 
measure for the attitude of the chief 
engineer toward demand charges. The 
Company’s own engine broke down so 
that for two hours and ten minutes it 
was forced to go on the utility line. This 
meant that the average demand during 
those two hours became the monthly 
demand, since the Company rarely took 
more power than the rated capacity of 
its own plant and thus was subject to 
no demand charge whatever. This was 
the first time in seven years that the 
Company took power during the re- 
stricted hours. With a demand of 140 
kw. it calculated that the operation for 
two hours cost $1,360. Appeals for an 
adjustment were in vain. Finally, Com- 
pany 31 threatened to discontinue cen- 
tral station service, but upon looking 
over the S-rate schedule it found the 
clause which states that all monthly in- 
stalments not then due on previously es- 
tablished yearly demand charges imme- 
diately become due and payable. It 
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continued to purchase power but rela- 
tions with the utility were not of the best. 

It should be noted that this experience 
in the candy factory occurred during the 
depression when the utility admits it has 
excess capacity. To insist upon the let- 
ter of the rate schedule in such times, 
especially when a customer took power 
on restricted hours for the first time in 
seven years, seems to be poor marketing 
policy. In this case the effect was de- 
cidedly bad because the utility will 
probably never be able to get the much 
larger loads of the customer’s other 
plants. The customer is now preju- 
diced and will always remember the 
bitter experience of January, 1933. The 
case also emphasizes the necessity of 
treating each case as a separate prob- 
lem. If a customer regularly took power 
on restricted hours, the utility would be 
justified in imposing the demand charge, 
but it does not seem to be just or good 
business in the case of Company 31. 

Company 32. Primarily a manufac- 
turer of machinery to order, Company 
32 makes all its own power. It has been 
approached at least twice by the utility 
but cost calculations do not favor the 
purchase of power. 

The Company has a large heating 
load but no steady process steam load. 
Its only need for process steam is to test 
turbines which it manufactures, but this 
demand is very fluctuating. The plant is 
equipped for DC service. The set-up 
seems to afford a good opportunity for 
the utility. With a fluctuating steam 
load such as found in this case, a utility 
should be able to show savings. 

The last cost calculation was made by 
the chief engineer of Company 32 on the 
basis of 1931 data. Table V, prepared by 
the engineer, shows by months DC gener- 
ated, AC purchased, maximum demand, 
AC to buy with AC distribution, cost 
under rate G of AC distribution, AC to 
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buy with DC distribution, and cost un- 
der rate G of DC distribution. 

The total cost of generating the 2,- 
231,573 kw. hrs. used in 1931, exclusive 
of interest and depreciation, was $31,- 
goo. To this was added $3,058 paid for 
purchased power, and $4,250 expense for 
maintenance of DC motors. Cost of 
motor maintenance was added because 
it would be materially reduced if AC 
motors were installed. The total $38,808 
is the figure which should be compared 
with the estimate of purchased power. 

From Table V it can be seen that the 
power bill would be $37,140 if Company 
32 distributed AC. In addition the fol- 
lowing investment would be necessary: 


New AC motors installed, new 
wiring 

Transformers and high tension 
equipment 

Low tension switchboard 


$38 451 


Total Cost AC Distribution 


Power bill oe 
Interest and depreciation 632%. . . 
Maintenance new AC motors 





$41 ,699 


If Company 32 purchased power and 
distributed DC, the power bill would be 
$41,360 and the following investment 
would be necessary: 


Converters and high tension equip- 


Additions to DC switchboard..... 


Total Cost DC Distribution 


Power bill 
Maintenance DC motors 
Interest and depreciation 64%4%.. . 





3 2445 
£49 ,055 
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A summary of cost comparisons shows: 


Gen- Pur- Pur- 
erate chase chase 


AC DC 





$38 ,808 $41,699 $49,055 
Capital outlay. . 62,451 53,000 

Based on these computations, Com- 
pany 32 drew the following conclusions: 
“It appears that the cost of our power for 
1931 would have been $2,891 or 714% more 
if purchased and distributed as AC, and a 
new investment of $62,451 would have been 
required. 

“If purchased and distributed as DC, the 
power would have cost $10,247 or 26%% 
more, and a new investment of $53,000 
would have been required. 

“Anything like that amount of new capital 
invested in our own plant would enable us 
to reduce our cost very much and put the 
cost of purchased power very much further 
out of line.” 

The utility was invited to point out 
any discrepancies in the above reason- 
ing. Their answer was that such a small 
difference in cost warranted a closer 
study of the problem. 

Since this cost comparison was made, 
the utility has reduced rates on the G 
schedule, but the chief engineer still feels 
it could not meet the cost as shown by 
the Company although he has made no 
study of the situation lately. 
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The determining factor in this case 
was the new capital necessary to change 
to utility service. Even if the central 
station could sell as cheaply as Company 
32 could make power, the Company 
would not think of investing $60,000 at 
this time in new equipment and scrap its 
present power plant which is still fairly 
efficient. Since the 1931 study, the boil- 
ers have been improved and efficiency 
still further increased. 

Company 32 points out that, accord- 
ing to its calculations, it is saving 714% 
by making its own power and wishes 
that it could make a like showing in its 
manufacturing business. 

This case raises the interesting ques- 
tion whether in order to promote busi- 
ness a public utility should not provide 
the necessary investment for an indus- 
trial. 


Reaction of Old Customers 


No analysis of the industrial power 
market would be complete without ob- 
taining the reaction of companies which 
have always been good customers of the 
utility. Therefore, in this section we 
present two industrials which, though 
strikingly affected by the depression, 
have for many years purchased a large 
amount of power. 


Tas_e V. Cost or Utintiry Power EquivaLENT To PowER GENERATED AND PuRCHASED 
BY CoMPANY 32 IN 1931 








Max. 
Demand 


D. C. 
Generated 


ASX. 
Purchased 


Cost 
Rate G 


AC to Buy 


AC to Buy 
DC Distrib. 


AC Distrib. 





836 
834 
857 
938 
840 
811 
872 
684 
685 
719 
866 


5,540 
7,700 
7,960 
4,360 
6,100 
9,760 
12,220 
7,900 
6,040 
7,680 
12,300 
9,080 


173,900 
173, 800 
196,570 
201 , 700 
212,970 
217,870 
161, 365 
146, 547 
144,374 
169, 531 
203, 302 
229,644 


218,040 
220, 100 
247,960 
3,190 250, 360 
3,280 266, 100 
3,330 275,760 
2,950 209 , 220 
2,860 185,900 
2,800 182,040 
2,980 213,680 
3,270 260, 300 
3,400 289,080 


$2,950 
2,980 
3,150 


184,540 
186, 600 
210, 460 
212, 360 
226, 100 
233,760 
178, 520 
158,900 
155,040 
182,400 
221, 800 
245,080 





96,640 











2,231,573 





2,395, 560 $37,140 2,818,540 
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Company 11. This industrial is the 
utility’s largest customer; its peak con- 
sumption came in 1927 (45,494,000 kw. 
hrs.) and its lowest consumption during 
the depression came in 1932 (19,169,100 
kw. hrs.). With the utility’s total do- 
mestic load in 1928 being 110,623,637 kw. 
hrs., it can be seen that this one indus- 
trial consumed % as much electricity as 
all the domestic customers. In terms of 
the utility’s total output, Company 11 
consumed about 6% in 1927. 

The utility is fortunate in some re- 
spects that it did not have more custom- 
ers like Company 11 during the depres- 
sion. The effect upon sales and revenue 
of a decline in one customer’s consump- 
tion of 26,000,000 kw. hrs. is obvious. 
If the utility, like many others in the 
United States, had a few customers such 
as Company II instead of many small 
ones, it probably would be in a bad 
financial condition at the present time. 

Company 11 has a large demand for 
process steam, but it generates no power. 
One reason for not generating is that the 
steam is needed at high temperatures and 
some parts of the plant are too far from 
the boilers to supply proper pressure. 
Another reason is that with a demand of 
5,000 kw. the industrial could not gener- 
ate with its steam Joad more than 1,500 
to 2,000 kw. and thus would be forced to 
buy some power; further, the Company 
does not believe it could combine its own 
power and that of the utility satis- 
factorily. 

The most important reason, however, 
why Company 11 does not generate its 
own power is the investment required. 
To supply its own power the Company 
would have to build an entirely new 
plant with high pressure boilers; it 
estimates the cost of such a plant at $1,- 
000,000. Further, the Superintendent 
of Plant Engineering feels that if a new 
plant was built it might not be able to 
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produce power at a lower cost than the 
utility can sell it. Thus, considering the 
Company’s mechanical situation, utility 
service fits in well. If the Company was 
to start anew, the story might be dif- 
ferent. 

Company 11 considers central station 
service very satisfactory; there have 
been few, if any, interruptions of service. 

As to rates, Company 11 is fairly well 
satisfied. Since the change in the G-rate 
schedule in May, 1933, besides a reduc- 
tion in energy charges, demand is now 
on a monthly basis. By this change 
Company II is saving about $1,500 a 
month, with further savings expected by 
improving the load factor. The super- 
intendent realizes that yearly demand is 
right because a utility must have ca- 
pacity equal to the highest demand in a 
year, but he believes that this utility, 
not considering its interconnections, has 
too much reserve capacity and therefore 
a question arises as to the proper demand 
charge. The Company does not believe 
it could generate power at o.6c, the rate 
it pays for most of its energy not in- 
cluding the demand charge. 

The superintendent considers cooper- 
ative rate schedules unfair in most cases. 
Customers on such schedules get a low 
rate because they can supply their own 
power upon demand of the utility. The 
superintendent claims some of these 
isolated plants are never operated and 
some of them could not be operated if 
they had to.” 

The only way Company 11 could get a 
lower rate would be through an expen- 
sive proceeding before the state public 
utilities commission, and it does not 
think the chances of winning would be 
good. Undoubtedly Company 11, be- 
cause of its large consumption, is in a 


8 In 1930, 1931, 1932, and 1933 the utility declared 
no restricted hours for customers on its N-, cooperative- 
rate schedule. 
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class by itself and probably therefore 
should have a lower rate. 

Company 16. Making paper for over 
100 years, Company 16 originally used 
water wheels to supply its mechanical 
power, but as modern methods were 
adopted, the amount of water became 
too variable to furnish a reliable source 
of power. A steam plant was installed, 
which was soon supplemented by utility 
power to obtain a better steam balance. 

The manufacture of paper is a continu- 
ous process.* A paper mill therefore re- 
quires a constant supply of electricity 24 
hours a day and large quantities of 
steam. Although the process is continu- 
ous, the steam requirements are not 
constant; the size and weight of the 
paper and the speed with which it can be 
produced affect the steam demand. 
Heavier grades of paper are processed 
more slowly and thus require more steam 
than lighter grades. Also, like any in- 
dustrial, a paper mill has a_ highly 
seasonal demand for steam for heat. 

The power requirements of a paper 
mill have been summarized as “being 
continuous, with a premium on relia- 
bility, yet not constant in amount. Its 
needs must be supplied at variable 
speeds, and in varying amounts without 
interruption, in spite of seasonal de- 
mands for steam being superimposed 
upon an already fluctuating load.’’® 

With a premium on reliability and 
with a variable steam demand, utility 
power service logically fits into the 
mechanical set-up of a paper mill. Com- 


4 For details see “Smith Paper Company,” in C. O. 
Ruggles, Problems in Public Utility Economics and 


pany 16 is no exception. It operates two 
steam engines connected to DC gener- 
ators which supply much of the variable 
speed motor requirements. Some of the 
constant speed machinery is run by belts 
direct from the shafts of the engines. 
The exhaust steam of the engines is used 
for heat and for the paper dryers. Elec- 
tric power from the utility operates the 
bulk of the large and heavy machinery, 
such as the heaters and the paper ma- 
chines themselves. 

The use of utility service enables this 
paper mill to obtain an economical steam 
balance. Before purchased power was 
used, steam was exhausted into the 
atmosphere. Now, two steam engines 
suffice for most of the year and a third is 
operated only occasionally; all exhaust 
steam can be utilized in process and 
heat work. 

Company 16 is fully satisfied with 
utility service. There have been practi- 
cally no interruptions, and thus the 
Company obtains continuous and re- 
liable power which is absolutely neces- 
sary for paper manufacturing. 


Conclusion 


Load conditions and the operating 
problems of industries vary materially. 
Hence a review by utilities of their ex- 
periences in this market, case by case, 
will, it is believed, furnish a more reliable 
basis for modifying marketing practices 
and industrial rates of central station 
utilities. 

Management (New York: McGraw-Hill, 1933), pp. 


107-108. 
8 Thid., p. 108. 
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Urban Land Economics 


Condemnation of Land for Public Housing Projects 


The Louisville Case 


N JANUARY 4, 1935 Judge Charles 

I. Dawson, in the Federal District 

Court for the Western District of 

Kentucky, handed down an opinion holding 

that low-cost housing was not a use for which 

the Federal Government could exercise the 
power of eminent domain. 

The case under discussion is The United 
States of America v. Certain Lands in the 
City of Louisville, Fefferson County, Ken- 
tucky, et al. The United States, through 
Shackelford Miller, Jr., Special Attorney 
of the United States for Louisville, brought 
an action to condemn ‘approximately 120 
parcels of land in the City of Louisville. 
This land covered about four square city 
blocks and was appraised at roughly 
$348,000. The Housing Division of PWA 
planned to erect a low-cost housing project 
on the site at a total cost of some $1,600,000. 
Subsequently the United States asked the 
Court to appoint commissioners to assess 
the damages of the taking to the owners of 
the property. 

One of the property owners, Edward J. 
Gernert, filed a demurrer to the petition for 
condemnation, based upon the contention 
that the United States cannot exercise the 
power of eminent domain to acquire prop- 
erty for low-cost housing projects. 

The issue was thus clearly drawn and 
was stated by Judge Dawson in his opinion 
in the following words: 


“Aside from the failure of the petition to allege 
the inability of the Government to acquire the 
property by contract with the owners, this is the 
only issue presented, and, as this defect in the 
petition presumably can be easily cured, I shall 
treat the case as presenting the sole question of 
the constitutional power of the United States to 
acquire, through condemnation, property of 
citizens for the purposes and uses for which the 
property here involved is designed.” 


Further the Court cited the two general 
lines that decisions on public use have taken 
and clearly aligned himself with one of them: 


“However, there are two schools of thought 


exemplified in the decisions in this country as to 
the meaning and scope of the words pudlic use, 
when used in connection with the exercise of the 
power of eminent domain,—one holding that 
public use is synonymous with public benefit, 
public advantage and general welfare, while the 
other holds that public use means use by the 
Government itself in the performance of govern- 
mental functions, or a use or service open or 
available to all or a part of the public as of right, 
irrespective of whether the title to the property 
condemned is vested in the Government or in 
some private agency. 

“It seems to me that the first theory is an en- 
tirely untenable one . . . ” 


In support of his position in this issue the 
Court laid emphasis on the contention that, 
if the broader definition of public use were 
adopted, the property of every citizen would 
be subject to condemnation for practically 
any purpose that at the time seemed to a 
legislative majority to be for the general 
welfare. After citations from decisions of 
the courts of Maryland, Washington, New 
York, Kentucky, and Texas, and a lengthy 
quotation from Lewis on Eminent Domain, 
the Court stated his definition of public use: 


“Therefore, on principle and in view of the 
authorities referred to, I am of the opinion that 
the power of eminent domain can be exercised 
only for a public use, and that such public use 
means a use by the Government for legitimate 
governmental purposes, or a use open to all thé 
public, even though practically available to only 
a part of the public, whether the property con- 
demned is held by the Government or by some 
private agency, and this public right to use must 
result from the law itself, rather than from the 
will of the governmental agency upon which the 
power of condemnation is conferred. Measured 
by these principles, is the proposed use of the 
property here sought to be condemned a public 
use?” 


With this definition, the conclusion follows 
quite directly that housing is not a public 
use. Most of the rest of the opinion is given 
over to a discussion of the powers conferred 
upon Congress by the first clause of Section 
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8, Article I, of the Constitution of the 
United States, which empowers Congress to 
lay and collect taxes, etc., “to pay the debts 
and provide for the common defense and 
general welfare of the United States; . .. ” 


Probably I am not in a position to appre- 
ciate the force of the arguments used by the 
Court in explaining his decision, but there 
are two facts about the opinion that should 
be noted: 

1. The Court opinions cited in direct 
support of the definition of public use are all 
decisions of state courts. Some of the most 
liberal definitions of public use have been 
given by Federal courts, including the Su- 
preme Court, in cases on irrigation and other 
public improvements in western states. In 
the light of frequent statements by the 
courts that the definition of public use 
must change with changing conditions and 
methods of life, it is interesting to note that 
of the three cases, from the opinions of 
which quotations were given by Judge 
Dawson in arriving at his definition of 
“public use,” one was decided in 1905, one 
in 1903, and one in 1837. Three other cases 
were cited in support of the definition but no 
quotation was given. These cases were de- 
cided in 1907, 1914, and 1905. 

2. The decision is entirely silent on the 
question of whether or not the objective of 
providing low-cost housing is essential to 
the economic and social well-being of the 
inhabitants of cities, and more importantly, 
whether the objective can be achieved with- 
out the power of eminent domain in acquir- 
ing sites. In fact, the decision quotes at 
length from Healey Lumber Company v. 
Morris (33 Wash. 490 (1903) ) which denied 
that public use was synonymous with public 
advantage or general welfare, on the argu- 
ment that such a definition would make 
possible the granting of eminent domain to 
every going business that wished to acquire 
its neighbor’s property for expansion. Later, 
Judge Dawson makes a similar argument 
reductio ad absurdum, against housing as a 
public purpose by saying that if the govern- 
ment were allowed to condemn land for 
housing, it would also have the right to 
acquire by condemnation farm lands, live 
stock, machinery, mills, factories, mines, 
“and every conceivable kind of industrial 
plant.” 

It seems to me that this same argument 
could be used with equal force against con- 


demnation for railways, power lines and 
other generally recognized public uses. 
Two of the chief characteristics of these 
recognized public uses are: (1) they are 
uses essential to the healthy, economic and 
social life of the country (which may or 
may not be true of the industrial use); and 
(2) much more significantly, they could not 
be successfully carried on under most cir- 
cumstances without the power of eminent 
domain for acquiring the needed property. 
Practically no consideration is given to 
these points in the opinion of the Court. 


The New York City Case 


In another case (Jn the Matter of the New 
York City Housing Authority . . . v. Andrew 
Muller, et al.) recently reported (New York 
Law Fournal, April 12, 1935) the constitu- 
tionality of the use of eminent domain for 
public housing projects is upheld. The issue 
is Clearly “whether this taking is for the use of 
the people.” 

In this, the first direct application by a 
state or local housing authority for the ex- 
ercise of eminent domain, the court of 
original jurisdiction has overruled the 
constitutional objections raised by the prop- 
erty owner and has upheld the constitution- 
ality of the New York Housing Authority 
Act on basic grounds. The decision is, of 
course, subject to appeal, and it is likely 
that an appeal will be taken. 

In his opinion Mr. Justice Charles B. 
McLaughlin undertakes to distinguish the 
decision of Judge Dawson of the United 
States District Court in the Louisville con- 
demnation case. If Justice McLaughlin’s 
distinction is valid, it appears that condem- 
nation for housing may have to be under- 
taken by agencies created by and acting 
under the authority of the states, rather 
than the United States. It should be pointed 
out, however, that Judge Dawson in his 
opinion made no distinction between Fed- 
eral and state action; he concluded broadly 
that housing was not a public purpose. 
Justice McLaughlin, however, indicates at 
the end of his opinion that if he had been 
the judge in the Federal case he would have 
upheld the right of the Housing Division of 
PWA to condemn the property. 

The brief of counsel for the Authority and 
that of an amicus curiae dealt not only with 
legal analogies for the exercise of eminent 
domain for the purpose of public housing 
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projects but presented at length the social 
and economic conditions and considerations 
upon which in the last analysis all attempt 
at low-cost housing rests. The judge’s opin- 
ion shows that he was responsive to this 
manner of presentation. 


“The people cannot, as long as the Constitutions of 
the State of New York and of the United States remain 
in their present form, take private property for use of 
other than the people, even if they pay just compensa- 
tion. The case is very simple when the people take land 
to be used directly for governmental purposes. It be- 
comes more complicated when the use is composite, 
i. e., partly by the people and partly by individuals for 
the benefit of the people. 

“If we laid down the rule that all the people must be 
allowed to use the land without any discrimination as 
to their ability to pay we would at once prevent all 
condemnation by public service corporations. It has 
been held ‘the inadequacy of use by the general public 
as a universal test is established’ . . . That must be 
so, for in few of the cases where condemnation has been 
allowed has there been any opportunity or right of 
100 per cent of the people to the unrestricted use of the 
land. Is it unconstitutional to use land condemned for a 
park as a public golf course because only 500 persons 
out of the entire state population can use the course 
on any one day, and because for any five minutes not 
more than four can use any one tee? Is it unconstitu- 
tional to condemn land for a hospital for the indigent 
because the millionaire will not be accommodated at all 
or only for pay? Is that taking private property for a 
private use when it is taken for the use of the poor? The 
defendant says his land cannot be taken by the people, 
because instead of housing sick on it, it will house the 
well to prevent them from becoming sick. Such an 
argument is not sufficient to have the court declare 
this law unconstitutional. 

“Nobody may question the statement that proper 
housing is not only a beneficent public act but it is clear 
that it may not be left entirely to private enterprise. 
In the opinion of the Legislature this agency has failed 
to remedy the unsanitary and sub-standard conditions 
in housing that exist in some of our dwelling sections. 
The exercise of its police power by the state in the form 
of regulatory statutes has also been a failure in great 
part. It is true that these restrictive measures have 
been somewhat beneficial, but history and experience 
have shown that they were inadequate as a cure or to 
combat successfully the evils of the conditions they 
sought to remedy. Something constructive was es- 
sential. For that purpose the Legislature has passed 
this law. Great respect must be shown the deliberate 
finding of the Legislature of this state as to the condi- 
tions and the necessary remedy, particularly where all 
other remedies have failed. 

“The need for this legislation is present. It may not 
be questioned that the proper housing contemplated 
by this law will be a boon to the citizens of this state. 
It is difficult to conceive of a law the purposes of which 
are more for the public good than the one under dis- 
cussion . 

“The court cannot accept as controlling the case of 
United States v. Certain Lands (9 Fed. Supp. 137, 1769, 
Dist. Ct., W. D., Kentucky), if good law can readily 
be distinguished. The land there taken was not that of 
the sovereign who sought to condemn it. The sovereign 
there was the people of Kentucky. The United States 
was not exercising its feudal right. It was in effect an 


individual taking private property for its individual 
purpose. That the use would “ of benefit to the resi- 
dents of Kentucky was (if the United States is taking 
as a private person) beside the mark. That was for 
Kentucky to decide. By this I do not mean to intimate 
that I take the ultra-conservative view of the Kentucky 
court. I think rather that the government was exer- 
cising its right to condemn land for interstate uses. 
Even the Kentucky court recognizes that ‘there must be 
a use or right to use by the public or some limited portion 
of the public, adopting the view of the court in Arns- 
perger v. Crawford (101 Md., 247). That the land 
covered by this petition is to be used by a limited 
portion of the public is without question. The court 
holds, nevertheless, that the use here is a public use, 
i. e., to abolish disease-breeding slums for the benefit 
of all the people of the state and to furnish ‘a limited 
portion 5 the public’ (readily ascertainable) living 
quarters which will prevent disease. 

“The people of the State of New York have the right 
to take back their land for such a purpose. The motion 
to appoint commissioners is granted. Settle order.” 


The action of the New York City Housing 
Authority which led to the present decision 
is of interest. Last fall the Authority began 
a neighborhood rehabilitation project on the 
Lower East Side. It planned to acquire a 
considerable area of tenement house proper- 
ties, to tear down some, thus providing 
light, air, and open space for occupants of 
the other buildings, and to repair the other 
houses so that they would be fit for human 
occupancy. Although many arguments have 
been made for block and neighborhood re- 
habilitation, this was, so far as the writer 
knows, the first actual attack of this kind on 
any slum residential area. The Authority 
hoped that it could provide minimum hous- 
ing in this way at rents considerably less 
than would be possible in new buildings 
with current prices for land, present construc- 
tion costs, and financial terms now avail- 
able. It recognized, however, that there 
were very considerable hazards in treating 
old and delapidated buildings in this way. 

The first step was taken in December, 
1934, when Mr. Vincent Astor sold 22 old- 
law tenements to the Authority for $189,000, 
approximately 40% of their assessed valua- 
tion, and took back 66-year bonds of the 
Authority for the entire purchase price at 
3%% interest. 

Later the Authority sought to acquire 
two old law tenements owned by one Andrew 
Muller and others. These buildings sepa- 
rated two large areas of the proposed pro- 


ject. The owners were unwilling to sell at 


what the Authority considered a reasonable 
price, and the eminent domain proceedings 
described above were begun. 
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Either of these cases is likely to become de- 
cisive on the question of the constitutionality 
of granting eminent domain for purposes of 
public housing,! for both cases will probably 
reach the highest state and federal courts 
respectively. With reference to the Louis- 
ville case, counsel for the Government have 
withdrawn their petition for immediate 


1In the Cleveland case decided last fall the issue of 
the constitutionality of granting eminent domain for 
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hearing of the Louisville appeal before the 
United States Supreme Court and are ap- 
pealing to the Circuit Court of Appeals for 
the Sixth Circuit. I understand that the 
briefs are to be filed by the first of May and 
it is hoped that a decision may be announced 
during the present term of court. 
CoLEMAN WoopBuRY 


housing was not clearly raised. The court, however, 
indicated in dicta that he believed low-cost housing to 
be a public use. 


The Proposed British Housing Bill 


NEW housing bill has been before 

Parliament for some weeks. Latest 

reports indicate that the Standing 
Committee of the House of Commons has 
approved with few amendments about one- 
half of the long and complicated measure 
which consolidates old subsidies, proposes 
new, and changes administrative procedure 
in a good many particulars. 

The Bill continues the shift in British 
housing policy apparent during the past few 
years. At the close of the war the demobili- 
zation of military forces caused an acute 
housing shortage, which, on account of high 
building costs, could only be relieved by 
generous subsidies on new dwellings. For 
the most part, these new accommodations 
were built in outlying sections of existing 
cities or in satellite towns. Under the im- 
petus of a series of Housing Acts, a re- 
markably large number of new single and 
group houses were erected in large “estates” 
in the garden city tradition, easing the 
acute shortage; but the problem of the 
slums still remained. The “filtering up” 
process, by which the poorest dwellings were 
to be gradually vacated and demolished as 
new houses became available, did not work 
in any large measure for several reasons. 
The number of new houses built, both with 
and without subsidy, although large, was 
no more than enough to take care of the 
increase in population and “undoubling” 
of doubled-u families. Also, the time and 
expense va i in reaching urban employ- 
ment centers from new outlying estates and 
natural dislike of leaving familiar neighbor- 
hoods and old associations combined to dis- 
courage families from moving to new quar- 
ters. 

Since earlier Acts assisting slum clearance 
had made little headway against the exten- 


sive decaying areas, the Housing Act of 
1930 passed by the new Labour Government 
tage more generous subsidies on the 
asis of the number of persons displaced 
from unfit housing in slum districts. This 
measure was followed by the Housing Act 
of 1933, passed by the National Govern- 
ment, withdrawing all subsidies from new 
building except in the case of slum clear- 
ance, on the theory that building costs had 
fallen to a point where working class fam- 
ilies to be housed on inexpensive land could 
be supplied with adequate accommodations 
by unaided private enterprise. 

The new Bill supplements this direct 
attack on the slums by a direct attack on 
overcrowding. “Overcrowding must be 
abated”’ is the slogan of its backers. To 
accomplish this, the police power is to be 
used in a new way. If, hee a specified 
date, a dwelling is found to be overcrowded 
according to definite standards that are set 
up, the landlord or occupier of that dwell- 
ing will be liable to a fine of five pounds, 
and a further fine of two pounds for each 
day thereafter that the overcrowding exists. 
The procedure by which the British hope to 
eliminate all overcrowding is as follows: 

1. Local governments must make surveys 
to determine the extent of overcrowding. 
They must prohibit such overcrowding ex- 
cept under special circumstances. The stand- 
ard of overcrowding is rather complicated, 
but in general terms a dwelling is defined 
as overcrowded: 

a. When persons over 10 years old of 
opposite sex, except married couples, 
sleep in the same room; 

. When there are more than from 1% to 
2 persons per room, depending on the 
size of the dwelling; 
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c. When the floor area of rooms is less 
than 70 square feet for one adult or 
110 square feet for two adults. (Chil- 
dren under Io are counted as equal 

to one-half an adult.) 
For purposes of this standard, living rooms 
as well as bedrooms are counted as “rooms.” 

In applying this standard to the United 
States on the basis of the Real Property 
Inventory, it appears that in certain south- 
ern cities as many as 5% of the dwellings are 
overcrowded. Cities in the rest of the 
country average about 1%. 

2. In order to rehouse those now living 
in overcrowded dwellings, local governments 
must submit to the Minister of Health 
plans for ‘redevelopment areas” where 
slums are to be cleared and new flats erected. 

3. Large government subsidies are offered 
on a sliding scale that increases subsidies as 
land costs increase. The subsidies are so 
steeply graded upward that in many cases 
it will i possible for lower rent to be 
charged in areas of high land cost than in 
areas of low land cost. Building on high 
priced land will therefore be encouraged. 


Local governments must contribute one- 


half of the amount contributed by the Na- 
tional Government. The subsidies are to 
be paid annually for 40 years on a per-flat 
basis which reduces the rent by something 
around one-third. In this way rents may 
be made low enough to reach the lowest 
income group. The British system of pub- 
lic assistance (called relief in the United 
States) provides rent payments up to speci- 
fied amounts, so that there is no reason 
why even the “‘no-income”’ families cannot be 
housed in subsidized dwellings. Subsidies 
will bring down rents to a point where they 
can be met from public assistance budgets. 

Although not strictly comparable with 
grants now offered by our PWA, these pro- 

sed British subsidies are considerably 

igher and, in the case of very high priced 
land, may be more than twice as high. 

4. Subsidies for housing schemes on low- 
cost land are only to be granted by the 
Minister of Health where it would other- 
wise place an “undue burden” on a local 
government to provide dwellings at a rent 
within reach of those to be rehoused. 

These provisions of the new Bill have 
been subjected to considerable criticism in 
British newspapers and magazines. For in- 
stance, Sir Raymond Unwin, Lord Balfour, 


and the editors of Town and Country Plan- 
ning, among others, object that so much em- 
phasis is placed on slum clearance and so 
little on the building of cottages on open 
land in line with the garden city tradition. 
The backers of the Bill assume that for at 
least 40 years dense populations near the 
centers of cities will be necessary. This 
assumption is made in spite of the growth 
of factories on the outskirts of London and 
the absence of any statistics on the reloca- 
tion of industry. Although there will un- 
doubtedly be some need for blocks of flats 
near commercial centers for several decades, 
this Bill is designed to rehouse as many 
people as possible in congested and crowded 
areas and to care only for those that cannot 
ba aes accommodated on less valuable 
and. 

Unaided private builders have not sup- 
plied housing for the lowest income groups 
even on low-cost land, because building 
costs are too high. The Industries Group 
of PEP (Political and Economic Planning) 
in its report, “Housing England,” claims 
that unsubsidized houses can be provided 
for this group only by a large-scale con- 
struction organization which would take 


over practically all building of this type. 

Unless such a giant organization as the 

“English Housing Company” proposed by 

PEP is set up to operate on a national 
iz 


basis, decentralization of industry and homes 
for the lowest income groups will be impos- 
sible without subsidy. 

Commenting on the proposed subsidies, 
Sir Raymond Unwin says: 

“The subsidy arrangements seem calculated not so 
much to provide dwellings at lower rents as to enable 
higher land values to be paid. A large part of the sub- 
sidy must be spent in concentrating a high rate of incre- 
ment on the land of those fortunate owners of the 
kind of property that is to be cleared, instead of dis- 
tributing a more moderate increment over a consid- 
erably larger area Ris 


Another objection is that the proposed 
survey would merely list conditions of over- 
crowding. What is needed is a comprehen- 
sive study of all the factors relating to hous- 
ing needs in each district and a housing 
program based on far-sighted town planning, 
involving studies of such related subjects as 
transportation, industry, and_ recreation. 
With the guidance of a plan including these 
factors, population might be drawn out from 
congested centers into new suburban and 
industrial satellite towns. 
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Three other provisions of the Bill deserve 
mention: 

1. Local governments may make arrange- 
ments for the provision of dwellings by 
Housing Associations, which are defined as 
private bodies set up on a corporate or 
trusteeship basis, whose interest and divi- 
dend payments are limited to a rate pre- 
scribed by the Treasury. Local governments 
may transfer to these Housing Associations 
all subsidy payments from the Ministry of 
Health, provided these Associations con- 
tinue to keep the terms of their agreements 
with local governments. 

2. Local governments may establish 
Housing Management Commissions to per- 
form, under certain safeguards, the func- 
tions of the local governments in relation 
to management. 

3. A Central Housing Advisory Com- 
mittee is to be appointed by the Minister 
of Health to consult with him and with 
Management Commissions. Its powers, 
however, are very limited. 

To summarize, the proposed Bill is an 















integral part of the revolution in British 
housing policy. Public attention has shifted 
from garden cities to slum clearance. The 
abatement of overcrowding is to be accom- 
plished mainly by rehousing in blocks of 
flats in urban centers instead of in cottages 
in garden cities. The wisdom of this change 
has been seriously questioned by many 
British experts who have spent years study- 
ing the problems involved. 

In the United States during the past year 
or two, slum clearance has occupied the 
center of the stage, although iene 
homesteads and rural-industrial communi- 
ties have not been entirely neglected. Dur- 
ing the next two years we are preparing to 
spend hundreds of millions of dollars on 
new housing under the Works-Relief Act. 
In considering future policy in this country 
it is important that we should be familiar 
with British experience. Although condi- 


tions in the two countries differ consider- 
ably, anything we can learn from British 
mistakes and British successes will be of 
inestimable value in charting our own course. 
Wi..1am H. Luptow 








THE Economics oF 


Bemis, Albert Farwell. 
SHELTER (Volume II of THe Evotvine 


House). Cambridge: The Technology 
Press, 1934. pp. xxxviti, 603. $4. 


This sumptuously produced volume is 
one reflection of a life-long amateur interest 
in the problem of dwelling construction on 
the part of a successful manufacturer of 
burlap bags and textiles, who has for many 
years supported experiments in new con- 
struction methods in the suburbs of Boston, 
and has apparently also supported the col- 
lection of a vast amount - § statistical in- 
formation about construction here and 
abroad. The book bristles with 82 tables, 
75 charts, and 29 statistical appendices. 
These range from restatements he estimates 
of the total annual income of the people of 
the United States to a very interesting 
tabulation of all the equipment and opera- 
tions of a general contractor. Many of them 
are most useful for reference. 

The major part of the book is a devastat- 
ing analysis of the disorganization of the 
building trades, the hi sa of accepted 
methods of home finance, etc. Much of this 


Book Reviews 





has been said before, but it need never be 
said again. Everyone from Herbert Hoover 
to Lewis Mumford is called upon to testify; 
and the case is proved beyond a reasonable 
doubt. 

The rest of the book establishes that 
governmental intervention is not the solu- 
tion for the housing problem. A 14-page 
chapter at the end indicates that the true 
answer is to be rationalization; but the full 
development of this idea is left to a forth- 
coming third volume of The Evolving House. 


It is fruitless for a person whose philosophy 
differs from that of Mr. Bemis to engage in 
a running argument about the welter of 
facts in a book like this. The book, to me, 
proves chiefly (once more) that it is not hard 
to find statistics to buttress one’s precon- 
ceptions. It is easy to discredit govern- 
mental housing by quoting Mr. Veiller’s 
Housing: but then one should not print 
(p. 539) his excoriation of the speculative 
builder. It is easy to inveigh against the 
dead hand of building codes, but then one 
should not print (p. 336) what architects 
say about their ‘ “Hide bound” profession. 
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Who writes building codes, anyway? I, 
for one, am not impressed by tabulations 
presenting the “debits” and “credits” of 
governmental aid and rent restrictions, in 
which the debits fill 107 lines, the credits 31. 

What chiefly interests me is to see how, 
in Volume III, Mr. Bemis and his staff will 
be able to pick up the pieces of the private 
building industry, which they have so 
thoroughly shattered in this book, and how, 
without the help of government, whose 
activities they have equally discredited, 
they expect to rear their beautiful edifice of 
rationalization out of the débris. 

Cuar-es S. ASCHER. 


Bossom, Alfred C. Bu1LpING To THE SKIES. 
New York: Studio Publications, Inc., 


1934. Pp. 152. $4.50. 


Mr. Bossom is an English architect who 
has designed big buildings in America and 
more recently gone home to become a mem- 
ber of the London County Council and an 
M. P. His book is not exhaustive. His 
apercu of the aesthetic and artistic qualities 
of the skyscraper soundly follows Tall- 
madge. His economic analysis is rather 
naive. It is fortunate for his enthusiasms 
that he went home before the era of the 
Bondholders’ Committees. 

To an American the most interesting part 
of the text is Mr. Bossom’s berating of 
English building ordinances and customs for 
dilatoriness and extravagance; particularly 
does he upset our conventional notions of 
the relative competence of municipal gov- 
ernments in his discussion of the red tape 
and difficulties involved in building any- 
thing out of the ordinary in England. 

This volume is excellently illustrated with 
some 70 full-page plates of prominent 
buildings. The author is certainly to be 
pardoned for including a number of his 
own. In a few cases architect’s sketches are 
used where it might have been possible to 
secure an actual photograph. 

——— ALDIS 


Bauer, Catherine. | Mopern Housinc. 
Boston: Houghton Miffin Co., 1934. 


PD. x11, 277. $5. 


Miss Bauer’s book presents a timely 
summary of the issues involved in the 
modern housing movement. She has di- 
vided her study into four parts: a review of 
the black conditions of the 19th century, 


with congested cities and rising land values; 
an account of early housing reform move- 
ments; the history of the astonishing achieve- 
ments in European countries during the 
twenties; finally, an analysis of present 
problems and future possibilities here and 
abroad. 

An introductory note sets forth a defini- 
tion of the requirements which truly ‘“‘mod- 
ern” housing must meet. To begin with, 
we must have a planned neighborhood, 
complete in itself, “having a beginning and 
an end”, and “some sort of visible, organic 
form,” with each part “‘serving a particular, 
predestined use.”” Modern housing involves 
certain minimum standards, such as space, 
light, ventilation, sanitary facilities, quiet, 
privacy, pleasant outlook. Moreover, it 
must be available at a price which will not 
exclude tenants of average income or less. 


The picture of housing in the United 
States, in contrast to the European move- 
ment which rehoused six million families 
through the concerted efforts of statesmen, 
financiers, architects, planners, builders, 
and workers themselves, is a sorry one. 
The blame is laid primarily upon the cost 
of land, based usually upon the lowest 
standard of housing permissible. Housing 
is too frequently considered a corollary of 
slum clearance. “America enjoyed un- 

aralled ‘prosperity’, while Europe had 
ittle but poverty, financial chaos, and 
political instability. But today, after ten 
dizzy years of speculative building activity, 
America has little to show but congested 
tenements, wooden three-and four-deckers, 
and jerry-built, jostling bungalows; fore- 
closures, evictions, worthless mortgages, 
tax-delinquencies, and municipal bank- 
ruptcy; miles of unused pavement, vacant 
lots and expensive rotting utilities; a vastly 
increased and rapidly increasing area of 
blight and decay; and an over-supply of 
gadgeted millionaires’ rookeries; while Eu- 
rope has millions of low-rental, high-standard, 
modern dwellings in communities planned 
carefully to provide a maximum of amenity, 
pleasantness, efficiency, and long-time econ- 
omy. 

“The truth of the matter is that the cities 
and nations of Europe could no longer sup- 
port the luxury of speculative, sub-standard, 
chaotic house-construction. . . . The land, 
construction, finance, and management of 
low- and medium-cost dwellings were 


“ce 
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removed from the speculative market: hous- 
ing became a public utility.” 

Miss Bauer’s real hope is a labor housing 
movement. She is convinced that “there 
will never be any realistic housing move- 
ment in this country until the workers and 
consumers—and the unemployed—them- 
selves take a hand in the solution.” No 
handful of specialists can undertake such 
problems alone. The workers must demand 
better housing before they will get it. 

The appendix containing brief histories 
of housing measures in various European 
countries and the carefully prepared biblio- 
graphy and index combine to make this 
volume an excellent tool for ready reference. 

GeorGE FRepD KEck. 


Bodfish, Morton, Editor. 1934 BuILpING 
AND Loan Annas. Chicago: United 
States Building and Loan League, 1934. 
pp. xii, 926. $5. 


The 7934 Building and Loan Annals 
strikes a more optimistic note concerning 
the present and sy status of the home- 
financing business than has been heard 
for some time. While assets of associations 
continued to decline during 1934, so also 
did foreclosures and, while number of mem- 
bers of associations decreased, so also did 
the number of building and loan failures. 
On the positive side, loan payments were 
shown to be improving, fewer associations 
are operating on a restricted basis, and 


many associations in many parts of the 
country are definitely in the market for 
good loans. 

In addition to these and other authorita- 
tive statistics on building and loan opera- 
tions, the 1934 Annals contains pelt aad 
discussions of such new and important 
developments as insured mortgages, Federal 
charters for savings and loan associations, 
insurance of savings and loan accounts, 
changes in the Federal Home Loan Bank 
System, and the FHA modernization pro- 
gram. The contributors of these discussions 
include both the administrators of the new 
agencies and instrumentalities and also the 
leaders in the business by whom these de- 
vices will actually be tried out and put into 
operation. 

Other items included in the volume are 
digests or reprints of Federal and state 
legislation affecting home mortgage institu- 
tions, information on moratoria on fore- 
closures and tax collections, pertinent court 
decisions on building and loan operations, 
and also a resumé of recent developments in 
the British building society movement 
which is attracting so much attention at the 
present time in this country. 

The Annals is a convenient encyclopedia 
of current building and loan information; 
it is useful not only to those primarily in- 
terested in the home-financing business, 
but also to operators in and students of 
urban real estate generally. 

HE ten C. Moncuow. 
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Land Resources 
The Taylor Grazing Act 


Historical and Economic Background 


HE fundamental policy running through 

our past land laws has been the crea- 

tion of a large number of farm homes 

by the transfer of public domain to private 
ownership. Opinion varies as to the extent 
to which this policy is responsible for the 
present status of land ownership and general 
agricultural conditions in the states west of 
the rooth meridian, but it is generally felt 
that the application of the various land laws 
to this area has been unsatisfactory. There 
has never been a law to meet adequately the 
needs of the stock farmer of the great plains. 
The Homestead Act and its amendments 
have been more important than any other 
land law in the disposition of the public 
domain, in spite of the fact that the size of 


tract, varying from 160 to 640 acres, was not 
large enough to facilitate the development of 
types of agriculture economically practical 


and feasible. In several western states over 
half the total land area has been home- 
steaded. With but few exceptions, one being 
lands in reclamation projects, the size of 
tracts granted has been too small. The 
Homestead and other land laws did not take 
into account the peculiar climatic and geo- 
graphic characteristics of the West. 

Prior to 1900 most of the western lands 
were used for grazing purposes. Free use 
was made of the public domain. After the 
turn of the century the encroachment of the 
dry-land farmer forced the stockmen to 
become landowners to protect their own in- 
terests. Usually the practice was to own the 
water resources, and in this manner control 
the surrounding domain. No provisions were 
made by law for the proper use of these lands. 
Nomadic grazers roamed at will, destroy- 
ing feed and poaching water. The-. “first 
come” was the “first served.” The lands 
still in public ownership yielded no taxes 
and could not be leased. Competitive free 
use resulted in a serious overgrazing problem. 
The increase in erosion and barrenness, the 
replacement of native forage plants by less 
desirable growth, and the increase of poison- 
ous plants materially decreased the carrying 


capacity, and eventually the value of the 
lands. It is generally believed that the 
present carrying capacity of much of the 
range lands could be increased 50% by 
proper regulation. 

If the arid and semi-arid lands were 
owned by resident stockmen in units of 
sufficient size, there would be no need for 
grazing regulation. Then each individual 
could properly manage and improve his 
lands. But such is not the case. Lands were 
granted to states for school purposes and for 
other reasons. Railroads were granted alter- 
nate sections within a certain distance of 
their right-of-way. Other tracts have been 
withdrawn from public entry for minerals, 
water powers, stock driveways, etc. The re- 
sult has been a “checkerboard” pattern of 
ownership and non-resident ownership which 
breaks up the range. Some tracts are with- 
out water. Competitive bidding for leases 
on the “checks” results in relatively high 
lease values and uncertain tenure. The 
holder of a short-term lease cannot afford 
to improve the range for the benefit of an- 
other. Under unregulated use no feed re- 
serves can be built up and there is no excess 
for an emergency. Some method of range 
control is necessary. Reduction in carrying 
capacity, lack of water development, the 
necessity of excess movement of cattle 
about the range result in losses which could 
very easily pay for the control of a large 
number of acres. 

The remaining “unreserved and unap- 
propriated”’ public domain is almost without 
exception poor—too poor to have been 
homesteaded. Table I shows the distribu- 
tion of these lands by states. From these 
lands grazing districts are to be established. 

This, briefly, is the background of the 
Taylor Grazing Act (June 28, 1934), and 
shows the need for this legislation. 


The Objectives of the Taylor Grazing Act 


The purpose of the act is “to stop injury 
to the public grazing lands by preventing 
overgrazing and soil deterioration, to pro- 
vide for orderly use, improvement, and 
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Taste I. Vacant Pusiic Lanp AnD PENDING EntRIEs, 
JuNE 30, 1934* 








Area of 
Pending Entries 
(Acres) 


Vacant 
Public Land 
(Acres) 





13,078, 560 
15,795,069 
7,552,197 


2,700,000 
1,416,715 
1,893,325 
1,457,617 
2,186, 524 
941,130 
51338,753 
91,058 

1, 168, 543 
5741320 
1,112, 567 
182,434 
4,829, 821 


50,975,749 
11,783,265 
141,790 
12,919,345 
463,420 
22, 532,110 
692,751 
13,813,200 


New Mexico 
North Dakota 


South Dakota 
Utah 
Washington 
Wyoming 





165,695,479 24,040,779 











*Annual Report, Secretary of the Interior for the Fiscal 
Year Ending June 30, 1934, p. 75. 


development, to stabilize the livestock indus- 
i 4 dependent upon the public range, and 
other purposes.” 

President Roosevelt’s statement in con- 
nection with his approval of the act might 
well be quoted: 


“The a of this act marks the culmination of 
years of effort to obtain from Congress the express 
authority for Federal regulation of grazing on the public 
domain in the interests of national conservation and of 
the livestock industry . . . The Federal Government 
has taken a great forward step in the interests of con- 
servation, which will prove of benefit not only to those 
engaged in the livestock industry but also to the Nation 
as a whole.” 


The act authorizes the Secretary of the 
Interior to create grazing districts en any 
~?- of the vacant and unappropriated pub- 
ic domain which is chiefly valuable for 


razing. Not more than 80 million acres may 
a placed in these districts, and National 
Forests, National Parks and monuments, or 
Indian reservations may not be included. 
Before a district is created, local hearings 
are to be held to explain the provisions and 
obtain the opinion of stockmen as to how the 


law should be administered and enforced. 
The significance of the act lies in changing 
the tenure of the land within these districts 
from property open to use by any comer to 
restricted use and management for the pur- 
pose of conserving a great natural resource. 
First of all, the lands have been withdrawn 
from entry and settlement. The provisions 
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regarding the homesteading of lands within 
district boundaries were revoked by the 
Presidential Proclamation of February 9, 
1935, which withdrew the remaining public 
domain from settlement and use under the 
existing land laws. However, the act does 
not restrict prospecting, locating, develop- 
ing, mining, or patenting mineral resources 
nor prevent the use of timber, stone, clay, or 
minerals for domestic and other purposes. 

Secondly, grazing is to be regulated under 
a permit system similar to that now in use 
on the Federal Forests. The districts are 
placed under the jurisdiction of the Secre- 
tary of the Interior who issues permits to 
graze live stock in these districts to bona- 
fide settlers, residents, and other stock 
owners. Only citizens or persons who have 
declared their intention of | becoming such— 
groups, associations, or corporations author- 
ized to do business under the laws of the 
states in which districts are located—may 
receive permits. Preference is to be given 
those within or near a district who are land- 
owners engaged in the live stock business, 
bona-fide occupants, or owners of water or 
water rights. After allowance is made for 
these preferences, persons acknowledged as 
enjoying the use of the public range at the 
time of the establishment of the district will 
be issued permits. The number of cattle or 
other live stock that shall graze in a district 
will be specified from time to time by the 
Secretary of the Interior. 


The permits, which are non-transferable 
and revocable, are granted for a period of 10 
years, and may be renewed if the permittee 
complies with all rules and regulations. A 
reasonable charge is to be made for grazing 
within established districts. In times of 
range depletion or severe drought these 
charges may be reduced, postponed, or re- 
funded at the discretion of the Secretary. 
Free grazing is to be provided for domestic 
live stock in the districts. 


Since stockmen may be charged for a 
privilege they have enjoyed gratis all these 
years, some opposition is to be expected. 
However, the act is to their advantage be- 
cause under regulated grazing the carrying 
capacity of the range will be increased. The 
act gives broad powers to the Secretary of 
the Interior “to do any and all things neces- 
sary for the protection, administration, regu- 
lation, and improvement of such grazing 
districts and to provide for the orderly use 
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and development of the public range.”” One- 
fourth of a moneys received from the col- 
lection of fees is to be used for the construc- 
tion and maintenance of range improve- 
ments in the district where collected. 

Not only will the ranchmen benefit in the 
long run but the local units of government 
as well. As Federally owned land, the public 
domain is untaxable and therefore furnishes 
no revenue to the state or the county in 
which it is located. Under the Taylor Act 
one-half of the fees are to be paid by the 
Secretary of the Treasury to the state where 
collected, to be distributed by the state 
legislature for the benefit of the county or 
counties where the district is located. 

It is to be expected that a ranchman will 
want to make more or less permanent im- 
provements on the range, for the 10-year 
permit guarantees him the right to graze a 
certain number of live stock within a given 
area. Under the present uncertain tenure 
few or no improvements are made. This is 
provided for in the act. Fences, wells, 
reservoirs, and other necessary structures 
for the care and management of live stock 
may be constructed by the permittee where 
and when so authorized by the Secretary of 
the Interior. Subsequent permittees will be 
required to pay a reasonable price for the 
right to use these improvements. 


Mention has been made of the checkered 
pattern of land ownership in the west. To 
facilitate the assembly of scattered owner- 
ships into larger units the Secretary of the 
Interior may accept title to any private or 
publicly owned lands within the exterior 
boundaries of a district and in exchange 
may issue patent in equal value of public 
domain land in the same state or within the 
adjoining state nearest the district. Such 
exchanged lands become a part of the dis- 
trict. The President may place under Na- 
tional Forest administration any unap- 
propriated public lands lying within water- 
sheds forming a part of the national forest 
which can be best administered by the 
National Forest units. Also any lands now 
in national forests, principally valuable for 
grazing, may be placed under the adminis- 
tration of the Secretary of the Interior. 
Isolated tracts of public domain which do 
not exceed 760 acres in area may be sold at 
the highest bid price to owners of contiguous 
lands. In no case is the land to be sold for 
more than three times its appraised value. 
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Isolated tracts of 640 acres or more may be 
leased to contiguous land owners for grazing 
purposes upon such terms as the Secretary 
may prescribe. The Secretary is to provide 
rules and regulations for cooperation with 
local organizations, state land offices, and 
state agencies engaged in the conservation 
or propagation of wild life and interested in 
the use of the grazing district. He is also to 
cooperate with other departments of the 
Government in coordinating range adminis- 
tration. Facilities are to be provided for 
local hearings on appeals from the decisions 
of administrative officers in charge of graz- 
ing districts. 


The Significance of the Act 


It is interesting to note that the provisions 
of the act make use of practices which have 
been followed in the administration of other 
forms of public land. Probably only one of 
the provisions, the establishment of the dis- 
trict itself, is entirely new. The issuance of 
permits follows the practice of the Forest 
Service. The recognition of preference is a 
policy found throughout the national land 
laws. The sale of isolated lands merely 
amends the old isolated tract act. The leas- 
ing feature is only a wider application of the 
principles followed in the use of mineral 
lands. The exchange of lands between Fed- 
eral and state governments has been going 
on for a number of years. The act is a step 
in the direction of conservation and regu- 
lated use on land hitherto without owner- 
ship and direction of a branch of Federal 
Government. 

The language of the law itself is very gen- 
eral, and the provisions are general rather 
than specific. This feature will facilitate the 
establishment and development of grazing 
districts. Not only do conditions vary from 
state to state, but also between localities 
within states. In Nevada six out of every 
seven acres are public domain; in fact, in 
some counties 99% of the area is in Federal 
ownership. Water control is more important 
than feed supply in many western states. 
New Mexico has 12 million acres of state 
lands so owned as nearly to control the use 
of water. The lands of Arizona are about 
evenly divided between Federal, State, and 
le ownership. Oregon public lands are 

argely county-owned. In parts of Montana 


the A. A. A. optioned lands are a very im- 
portant consideration. Thus it would have 





206 


been an almost impossible task to word a 
law to fit specifically all these conditions. 

Since state, county, or other lands within 
grazing districts will be subject to the pro- 
visions of the act only to the extent that 
owners of such lands adopt its provisions, 
success will depend upon the cooperation 
between these groups. Probably only the 
most consolidated areas of public domain 
will be included in districts. If, at a later 
date, the 80-million-acre limit is removed 
(and there is legislation pending on that 
feature) more districts can be created and 
more can be done to develop regulated pas- 
ture land use. By the cooperative action of 
all owners, lands of higher natural productive 
capacity than those now in public domain 
can be effectively administered. 

The officials of the Grazing Division are 
of the opinion that a small number of large 
districts will be more practical than .a large 
number of small ones, for then there will be 
less confusion in the interpretation of the 
provisions of the act. April 15 was the date 
set for the issuance of proclamations to 
create about $0 districts. The accompanying 
Map I shows the distribution of the areas in 
which these districts will be established. 
The necessary public hearings have been 
held but the principles and policies of co- 
operation between he Government and the 
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local units have not yet been fully deter- 
mined. Neither have the administrative 
provisions been announced, but a high de- 
gree of local rather than Federal control is 
expected. 


Public Attitudes toward the Act 


Judging from the accounts of western 
newspapers and recent issues of live stock 
journals, the live stock industry is very 
much in favor of the act, provided that the 
degree of self-administration, the nature of 
the preference rights to present users, the 
amount of grazing fees, the nature of the 
lease agreements for isolated tracts, and the 
provisions for the transfer of lands are de- 
cidedly in favor of the individual ranchmen. 
Stockmen have had free use of the public 
domain for so long that they question any 
suggested change or regulation in its use. A 
vested interest has been built up. The feel- 
ing is general that until the range is sub- 
stantially improved not even a small fee can 
be paid for grazing privileges. Cognizance 
is taken of this feeling and no fees will be 
charged for the first year or until fair values 
have been determined. Stockmen also feel 
that immediate improvement of the range is 
necessary and this should not await the 
amassing of funds from grazing fees. They 
feel that CCC or PWA projects should be 
used to make these improvements at once. 
However, the proper distribution of permits 
has caused more comment than any other 
feature of the law. The plan is to issue these 
as advised by a local committee in each 
district. The small as well as the large 
operators are to be protected. Present cus- 
tomary uses of the range will probably be 
recognized and followed in the awarding of 
privileges. 

As has been the case with other land laws, 
there is some criticism of the act. However, 
it is to be remembered that there were pro- 
tests when regulated use was proposed for 
the National Forests. Now, after many 
years of successful administration, individu- 
als concerned appreciate such regulation. 
There is reason to believe that the Taylor 
Grazing Act will successfully run the gaunt- 
let of “application.” 

Vircit HuretBurt 
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Mackintosh, W. A. Prarrie SETTLEMENT: 
THE GEOGRAPHICAL SETTING. Toronto: 
Macmillan Co., 1934. pp. xv, 242. 

Dawson, C. A. THE SETTLEMENT OF THE 
Prace River Country. Toronto: Mac- 
millan Co., 1934. pp. xit, 284. $4.00. 


The Canadian Pioneer Problems Com- 
mittee has sponsored the nine volumes on 
Canadian Frontiers of Settlement. The 
series is concerned with recent—approxi- 
mately 20th century—settlement in Canada 
and deals primarily with the settlement of 
the great Canadian Plain. The volumes are 
under the editorial direction of Professor 
W. A. Mackintosh of Queen’s University 
and W. L. G. Joerg of the American Geo- 
graphical Society. 

Volume I paints the geographical back- 
ground of the Canadian Plains. Professor 
Mackintosh does this in admirable fashion 
for a distinctive geographic region. The 
boundaries of the Prairie Area are first set 
forth. The book thus follows the modern geo- 
graphical trend of dealing with a region, and 
of describing and interpreting features of the 
region, in part by subregional treatment, 
and in part by treating a single environ- 
mental feature (as climate) in its region- 
wide distribution. 

Five subregions are delimited, and are the 
basis for more detailed description. (1) 
The Red River Valley is dismissed briefly 
as an older region that has reached maturity, 
and in which pioneer problems no longer 
exist. The main discussion thus centers 
upon the other units of the Canadian Plains, 
(2) the Park Belt, (3) the Prairie Plains or 
semi-arid belt, (4) the Forest Belt, and 
(5) the Peace River Valley. The geograph- 
ical discussion of these subregions is accom- 
plished by textual discussion, photographs, 
and maps. The volume is well supplied 
with excellent maps, but lacks a map show- 
ing the boundaries of the subregions. The 
reader has a general idea of the location of 
the areas, but finds no specific information 
as to the location of their borders on a map. 

The historical development of the Cana- 
dian Plains is treated in an interesting man- 
ner. The whole history of exploration of 
agricultural possibilities of the Canadian 
West during the past century is set forth. 


Descriptions of exploration in “Palliser’s 
Triangle” and past forecasts of the future 
of this dry area are well done. 

The relationship of history and geography 
in the Prairie Provinces is treated in many 
connections. Especially strong are the series 
of 10 maps that show the development of 
railroads and the spread of population, and 
indicate both the cause and effect relation- 
ship between the two. In this section are 
also brought out some of the reasons for 
the spread of population into the dry Pal- 
liser’s Triangle. The set of maps is for five- 
year intervals from 1886 to 1931, both in- 
clusive. Many interesting relationships are 
brought out in these, and other maps, such 
as relationships between accessibility to a 
railroad, population density, and location 
of grain-shipping areas. 

The point of view of the book is not en- 
vironmentalistic. In fact, great care is 
taken to explain ways in which man him- 
self has affected the northward spread of 
settlement on the prairies, as, for example, 
in the perfection of the hardy Garnet and 
Reward wheats. Thus man is recognized as 
a dominant factor in the plains, working, 
however, within a region of marked physical 
environment, and subject to vagaries of 
rainfall and early frost. 

Professor Mackintosh, in a final chapter, 
attempts to forecast the probable limits of 
settlement. In the light of all information 
unearthed by scientists and by settler ex- 
perimenters since the original forecasts of 
the middle of the last century, and in the 
light of present experience on the outer- 
most frontiers of grain settlement, and with 
a base of 1933 world economic conditions, 
he hazards a guess as to future limits of 
settlement, and future uses of land within 
the entire region itself. 

Prairie Settlement: The Geographical 
Setting is an excellent first book for the 
Canadian Frontiers of Settlement Series, 
and forms a fitting base for the other works 
sponsored by the Canadian Pioneer Prob- 
lems Committee. Use of this book with the 
Statistical Atlas of Agriculture, Climate and 
Population of the Prairie Provinces of Canada, 
published by the Dominion Bureau of 
Statistics gives the reader an excellent 
foundation for further study and under- 
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standing of the geography and land problems 
of the Canadian West. 

Volume VI of this series deals with the 
northwestern frontier of agriculture in the 
Peace River Valley of Alberta and north- 
eastern British Columbia. Professor Daw- 
son, assisted by Professor Murchie, has pre- 
sented an excellent and comprehensive 
study of the region. 

An idealized life cycle of a pioneer region 
introduces the specific study of the Peace 
River Country. The region is also placed in 
its proper relationship to the main body of 
the Canadian Plains and to world pioneer 
belts. Following these preliminaries a de- 
tailed study is made of this particular Cana- 
dian frontier, from the economic, sociolog- 
ical, and geographic background. The 
smug and social impacts of the Peace 

iver Country are sketched in scholarly 
fashion, and the reader realizes the impelling 
conditions on the fringes, and is “eal: face 
to face with fringe problems of the present 
day. A final chapter deals with the sub- 
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jective side of the settlement process. The 
bald facts of frontier life are brought 
forcibly to attention in this laboratory of 
the present. 

Individual chapters deal with various 
aspects of the frontier. For example, there 
is a discussion of agriculture in the successive 
zones, of family expenditures, of the vil- 
lages and other focal points of the region, of 
social and economic organization, and of 
social institutions. These efforts to evaluate 
the settlement are followed by discussion of 
the subjective side of the settlement pro- 
cess. The whole approach and the orderly 
and scientific presentation of the data can- 
not but impress the reader, and give him an 
insight into impacts of the frontier. To 
those of us who have enjoyed frontier his- 
tory, as interpreted by Turner, Paxson, and 
others, the volume adds reality to the past 
as well as to the present. It never loses sight 
of the human aspect of the new lands, and 
interweaves both the physical and human 
elements of the region. 

Loyat Duranp, Jr. 
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Public Utilities 


Service Contracts in the Electric Bond and Share Company: 
A Further Note 


N THE August, 1933 issue of this fournal 
the writer published an analysis and ap- 
praisal of the service contract arrange- 

ments existing between the Electric Bond 
and Share Co. and its affiliated companies. 
By using Federal Trade Commission data, an 
attempt was made at pages 290-92 to esti- 
mate the profits derived from these services. 
On the matter of profits the Commission 
has recently made available additional in- 
formation of considerable interest.' The 
further investigations of the Commission 
into this aspect of Bond and Share’s busi- 
ness are of particular interest for three 
reasons: (I) they permit a more accurate 
calculation of the profits on services in 1927 
when the old charges were in effect; (2) 
they show the profits on services under the 
revised and apparently lower service charges 
in 1931; (3) they show clearly which classes 
of service were the major source of profit. 


Perhaps the major difficulty in estimating 
the cost of contract services rendered by 
Electric Bond and Share is the proper 
allocation of expenses between the invest- 
ment and service departments of the Com- 


pany’s business. Excluding Federal income 
taxes, total expenses of Bond and Share for 


1 At the time of its original investigation of the Com- 
pany the Federal Trade Commission endeavored to 
secure such expense and income ledgers as would show 
the cost to Bond and Share of rendering its contract 
services. These records were only surrendered to the 
Commission, however, when the Company was so 
ordered by the Federal Court (Federal Trade Com- 
mission v. Smith et al. (34 Fed. 2d 323 (1932) ). The 
Commission has recently published the results of its 
investigations of these records as Exhibit 5602 in 
Senate Doc. 92, 7oth Congress, 1st Session, Part 62 
(hereinafter referred to as Utility Corporations, Vol. 62). 

2?The manner in which the allocation of expenses 
was carried out is explained in detail in Utility Corpora- 
tions, Vol. 62, pp. 337-42. For the year 1927 the major 
items assigned as expense to the investment part of the 
business were as follows: salaries, $200,000; taxes 
(except Federal income), $255,458; commissions paid 
on sale of preferred stock, $350,000. The salaries 
charge was based on “the number of officers and em- 
ployees necessary to conduct and operate the invest- 
ment department.” This figure was also checked with 


1927 were $5,375,757.95. Through careful 
examination of vouchers and conferences 
with Company officials the Commission’s 
examiners were able to assign $4,403,722.7 
of this $5,375,757.95 to contract srivieen! 
According to the 1927 contract, however, 
all special services were to be rendered at 
cost; hence for these, fees received should 
equal expenses incurred and an amount of 
$2,553; 561.39 may properly be deducted 
from both income and expenses.’ This 
means a profit above cost on these services 
of $4,969,449.30 which is 269% of cost. 
If no distinction is made between those 
services supposedly rendered at cost and 
those on which a profit is made, the per- 
centage of profit above cost for 1927 amounts 
to 113.5 

As explained in the original article, the 
contract fees were revised in 1929 and these 
lower charges were in effect during 1931. 
The percentage profit above cost for 1931 
under the new contracts was 157%, if cer- 
tain services are assumed to be rendered at 
cost (as in the previous paragraph), and 
103% if no distinction is made.’ 

While the total of supervision fees paid 
by the operating companies was larger in 
1931 than in 1927, the average proportion 


the salaries expense of several investment trusts. 
Other expenses, or a proportion thereof, were assigned 
to investments on the basis of an examination of 
vouchers and journal entries. In nearly every case the 
allocations of expenses could be agreed upon by the 
Commission’s examiners and the Company’s officials. 
(See [did., p. 339.) 

It is interesting to note that 77.07% of the allocated 
service expenses represented salaries; rent was 11.46%. 

3 According to the contract, special engineering serv- 
ices, auditing services, and special investigations were 
to be rendered at cost to Electric Bond and Share. 

4 The original estimate of the Commission was 241%. 
See this Fournal, Vol. IX, p. 292. 

5The original estimate here was 106% (Idid.). 
Neither of the percentage-profit-above-cost figures in- 
cludes Federal income taxes among the expenses. 

6 For full details of charges under the new (1929) 
contracts see Jdid., pp. 292-3. 

7 Details of these calculations are to be found in 
Utility Corporations, Vol. 62, p. 354. 
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of gross revenue of operating companies 
paid as supervision fees was smaller, being 
1.89% in 1927 and 1.73% in 1931.8 

With reference to special engineering 
services, the contract provided for payment 
of these on a el cost plus overhead 
basis; together these were supposed to 
represent the total cost of the services. On 
an average basis the overhead charges 
levied by Bond and Share were almost 
equal to pay-roll charges, being 95.9% 
thereof in 1927 and 93.8% in 1931. Some 
question has been raised as to the accuracy 
of these overhead burdens. In this connec- 
tion it is interesting to note that an elaborate 
calculation by the Federal Trade Com- 
mission shows that the actual average over- 
head expenses were 93.2% in 1927 and 91.3% 
in 1931.® In other words, these services were 
rendered practically as stated, i. e., at cost. 

For construction fees, however, the situa- 
tion is distinctly otherwise. The following 
paragraph is interesting. 


“The costs applicable to the revenue derived 
from construction fees are quite small. Direct 
salaries that could be applied to this service 
amounted to only $21,425 in 1927 and $39,693.75 
in 1931. ... These fees, on the other hand, 


8 See table in Jbid., p. 355. Total supervision fees 
paid were larger, of course, because of the increase in 
the gross earnings of the subsidiaries. 

According to the contract in effect in 1931, the per- 
centage fee began at 1.6% of the first $250,000 of the 
monthly operating revenue (See Utility Corporations, 
Vols. 23 and 24, p. 734; also Vol. 62, p. 358) and be- 
came progressively less for larger earnings. But these 
fees applied to domestic companies only; for American 
& Foreign Power Co. and subsidiaries the rates were 
higher, hence the average for all companies could be 
higher than 1.6%. The averages for the operating 
companies in each holding company group were as 
follows: American Power & Light group, 1.51%; 
Electric Power & Light group, 1.43%; Lehigh Power 
Securities group, 1.16%; National Power & Light 
group, 1.51%; American & Foreign Power group, 
2.83%. (See Ibid., Vol. 62, pp. 377-79.) 
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amounted, as already shown, to $1,364545 5-27 
in 1927, ‘and to $2,050,460.72 in 1931. 
These large construction fees, therefore, as com- 
pared with the small direct costs are practically 
all profit, and, as already stated, are capitalized 
in the property accounts of the operating com- 
panies.””!0 


Reorganization and Reduced Charges 


As of June 1, 1933, the Electric Bond and 
Share Co. reorganized its departments in 
order that it and others might know the 
costs applicable to the various classes of 
income.'' Henceforth no elaborate calcula- 
tions are presumably necessary in order to 
determine the costs and profits of different 
classes of service. 

Effective April 1, 1933, moreover, the 
fees for general supervision were again re- 
duced. The percentage of gross earnings 
fees are now: 1.25% of the first $1,000,000; 
1% of the next $1,000,000; 0.75% of the 
next $1,000,000; 0. 50% of the next $1,000,- 
000; 0.50% of all additional." This makes 
the third reduction since the Federal Trade 
Commission began its investigations of the 
Electric Bond and Share Company. 

Norman S. BucHAaNnan 


®See Table in Usility Corporations, Vol. 62, p. 368. 
These percentages were arrived at by the Commission’s 
examiners as follows: ‘‘After eliminating investment 
expenses, the indirect charges were allocated on the 
basis of direct salaries. Using the percent of total in- 
direct expenses to total salaries and applying it to the 
engineering department salaries gives the indirect 
expense applicable to the engineering department.” 
(Ibid., p. 370.) 

10 Tid. p. 366. 

11 For full details see [bid., pp. 371-75. 

12 Tbid., p. 358. It must be borne in mind that the 
above percentages apply to yearly earnings whereas 
the earlier (1929) percentages beginning at 1.6% ap- 
plied to monthly earnings. It seems likely that most 
operating companies will pay less for general super- 
vision under these new charges. This belief is strength- 
ened by noting the actual average percentages paid in 
1931 (note 8 supra). 


Legality of the Federal Tennessee Valley Program 


USTICE GRUBB, of the United States 

District Court for the northern district of 

Alabama, has recently put a severe crimp, 
legally speaking, into the Federal Govern- 
ment’s program in the Tennessee Valley.' 
Another section of the New Deal legislation, 
if not held unconstitutional, has at least 


been materially limited in scope. Whether 
higher courts will ratify the conclusion 
reached in the first round of the judicial 


1 Ashwander v. Tennessee Valley Authority, 8 F. Supp. 
893 (1935); C. C. H. Public Utility Service, Federal, 


Qi7o1t. 
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fight remains to be seen. Almost certainly 
this case or another involving similar prin- 
ciples will be carried higher, for the vast 
experiment in socialism in question will 
not be given over without a struggle. 

The controversy here arose out of con- 
tracts between the Tennessee Valley Au- 
thority and the Alabama Power Company, 
which dealt with conveyances of power lines 
and exchange of power. The Tennessee 
Valley Authority, likewise, was given 
through these contracts an option to buy 
certain distribution systems from the Com- 
pany. The object was the sale to con- 
sumers by the Government of electric 
power to be produced at dams built and 
being built on the Tennessee River. Pre- 
ferred stockholders of the Alabama Power 
Company brought a representative suit in 
equity, seeking to have the court enjoin 
the fruition of the plan. In order to main- 
tain such an action, complainants had to 
show that the board of directors was acting 
fraudulently, or beyond its powers, or under 
duress, or with gross negligence. The 
Government moved to dismiss the bill of 
complaint on the ground that none of these 
requirements were met, but in an opinion 
handed down November 28, 1934 the mo- 
tion was denied. 

The court held, first, that charges of bad 
faith were unfounded, the directors evi- 
dently believing that the transaction was in 
the best interests of the corporation. Fur- 
ther, the alleged threats of de Government 
to take away the Company’s market by 
means of duplication of facilities was not 
legal duress; for, if the threatened competi- 
tion was illegal, relief could be had in the 
courts. 

With these preliminaries out of the way, 
the real problem was faced: Were the con- 
tracts beyond the authority of the Tennessee 
Valley Authority, or illegal? In either case, 
the stockholders could sue. The reasoning 
by which the court concluded that the right 
to sue did exist is not difficult to follow. 
We start with the axiomatic principle that 
the Federal Government has only those 
powers expressly granted in the Constitu- 
tion, and those necessarily incidental to 
or implied therefrom. There is no express 
grant of a power to engage in private 
business. But the power is given to reg- 


2 Constitution, Art. I, §8. 
3 bid. 
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ulate interstate commerce,? and this has 
been construed to include plenary power to 
promote navigation. Further, Congress is 
given the power to provide for the national 
defense,? and the power to make needful 
rules and regulations respecting property 
belonging to the Government.‘ In the exer- 
cise of any of these functions, the Govern- 
ment has the right to create electric power, 
and if any surplus is produced, to dispose 
of that surplus as it sees fit. One section of 
the statute by which the Tennessee Valley 
Authority was created gave the Authority 
power to produce, distribute, and _ sell 
electric energy;> another section read: ‘‘to 
sell the surplus power not used in its opera- 
tions.” The Act is thus open to the con- 
struction that Congress meant only to regu- 
late the disposal of surplus produced in the ° 
exercise of its undoubted power. If so, the 
Act is constitutional, but the Authority may 
have gone beyond its bounds. The deter- 
minative question, therefore, is this: Does 
the program in the Tennessee Valley involve 
only the salvaging of excess electric energy 
incidentally produced in a bona fide exer- 
cise of the powers mentioned, or does it 
amount to the general business of producing 
and selling electric power as its primary 
function? This was the question of fact to 
be decided at the hearing. 

The opinion just stated disposed of the 
law of the case; the facts were dealt with in 
an oral opinion dated February 27, 1935. 
The court found that the surplus electrical 
energy was created or was to be created 
without regard to the actual physical needs 
of the Government. Instead, the expecta- 
tion is that the energy be used to improve 
the economic condition of the Tennessee 
Valley, and to demonstrate how cheaply 
Government can distribute electricity. The 
Authority, therefore, is merely acting as a 
proprietary utility; the contracts in question 
are beyond its powers and in excess of the 
power of Congress. Furthermore, money 
loaned by the Public Works Administration 
to municipalities to be spent in utilizing 
T. V. A. power would be money loaned for 
an illegal purpose. Such loans are therefore 
illegal and will be enjoined. 

It is significant that the T. V. A. Act was 


not held unconstitutional, though its limits 


4 Art. IV, §2. 
5 48 Stat. 58 (1933); $5 (1). 
6 [bid., §10. 





212 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


were narrowly drawn. It seems clear, how- 
ever, that the administrators of the Act 
were doing only what they were intended to 
do, and to enjoin them from so acting has 
the practical effect of rendering the Act 
itself nugatory. 

Also noteworthy is the fact that Justice 
Grubb cites no opinions to support his 
holding. Without going deeply into the 
question, it may be well to mention a few 
cases that may raise some doubts. In rela- 
tion to the power of the Government over 
its own lands, it has been held that the 
Government has all the rights of an owner, 
as in United States v. Trinidad Coal Co.,’ 
for example, which involved public coal 
lands. The suit was brought by the United 
States to set aside patents to these lands 
because of fraud in their procurement. In 
granting the relief sought, it was pointed 
out that the Government had power, in 
order to develop the natural resources of the 
United States, to open them to private in- 
dividuals. If it can dispose of the lands to 
individuals for that purpose in the public 
interest, why not accomplish the same pur- 
pose by itself doing the developing? This 
argument, no doubt, would have been heresy 
to Mr. Justice Harlan and his associates. 
Strong dicta are found in Light v. United 
States,8 a case involving grazing rights on the 
public domain. The Court held that the 
“United States do not and cannot hold 
property as a monarch may for private or 
personal purposes”; it holds property in 
trust for the whole people. And it is not for 
the courts to say how that trust shall be ad- 
ministered so long as it be for national and 
public purposes. In United States v. Chand- 
ler-Dunbar Co.,® a case dealing with excess 
water power produced as a result of improv- 
ing the navigability of the St. Mary’s 
River, it was held that so long as the pri- 
mary purpose be legitimate, there can be 
no objection to leasing any excess of power 
over the needs of the Government.’”! A 
recent and important decision is Arizona 
v. California Arizona was seeking to 
enjoin proceedings under the Boulder Dam 
Act, and alleged that the recital in the Act 
that its purpose was the improvement of 


7137 U.S. 160 (1890). 

8220 U. S. 523 (1911). 

9929 U. S. 53 (1913). 

10 Tt must be noted, however, that the implications of 
the case support Justice Grubb’s reasoning. The Court 


navigation was a subterfuge. The Court 
said that it would not inquire into the 
motives of the legislators in passing the bill, 
that as long as the means adopted are not 
unrelated to the stated purpose, they are 
valid. ‘Whether the particular structures 
proposed are reasonably necessary, is not 
for this Court to determine.” 

But the law is not the deciding factor in 
a case of this nature. Courts often look into 
the motives of legislation, and their opinions 
are influenced by what they find.” Here, two 
major problems—political and social—are 
involved. Is the National Government to 
be allowed further advance into the ambit 
of state action? Is the National Govern- 
ment to be allowed further advance into the 
ambit of heretofore private business? These 
questions Justice Grubb answered in the 
negative. 

Since the decisions of Justice Grubb were 
handed down, bills have been introduced 
into Congress which have been understood 
to be intended to strengthen the T. V. A. 
Act against judicial attack. The most im- 

ortant is probably H. R. 6793, sponsored 

~ Mr. McSwain, but whether it accom- 
plishes its supposed purpose is doubtful. 
Though several changes in the original 
act are contemplated in this bill, only a few 
are pertinent here. Section 4 (j) of the 
original act read: 


“« |, . the Corporation shall have power to construct 
dams, reservoirs, power houses, power structures, 
transmission lines, navigation projects, and incidental 
works in the Tennessee River and its tributaries, and 
to unite the various power installations into one or 
more systems by transmission lines.” 


An attempt is made to tie this up more 
closely with the power over navigation by 
Inserting: 

“shall have power to construct such dams and reser- 
voirs as . . . will provide a nine-foot channel in the 
said [Tennessee] river and maintain a water supply 
for the same... and will best serve to promote 
navigation and control destructive flood 
waters. . 


The addition is not objectionable, but 
though it offers, perhaps, a firmer founda- 
tion for the construction work in the region, 
it hardly meets Judge Grubb’s objections. 


relied on Kaukauna Co. v. Green Bay Canal Co., 142 
U. S. 254 (1891), where it was said that if, by the oper- 
ation of a dam for a recognized public purpose, a surplus 
is necessarily produced, that surplus may be disposed of. 
11 983 U. S. 423 (1931). 
12 Cf, the child labor cases. 
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A more patent effort to obviate constitu- 
tional objections is present in the proposed 
addition to Section 10 which provides, in 
effect, that the Board is directed (1) to 
operate primarily to promote navigation 
and control floods; (2) so far as consistent 
with those purposes, to generate electricity 
for the use of the Authority and the United 
States; (3) “in order to avoid the waste of 
water power,” to generate and market 
electricity “in order so far as may be prac- 
ticable to liquidate the cost or aid in the 
maintenance of the projects of the Au- 
thority.” (Italics mine.) 

Finally, a new section is proposed: 


“This Act shall be liberally construed to carry out the 
purposes of the Congress of the United States to pro- 
vide for the use and disposition of and to make needful 
rules and regulations respecting Federal Government 
properties, to provide for the national defense, to im- 


13H, R. 6284, introduced by Mr. Rankin, may dis- 
courage bills for injunctions. It provides that any 
person filing such a bill must file a bond to protect the 
Authority from damages sustained from the injunction, 
including attorneys’ fees, and money which would 
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prove navigation in navigable waters, and to promote 
interstate commerce in rivers and their tributaries 
under jurisdiction of the Corporation and the general 
welfare.” 7 


Except to enumerate the pegs on which the 
power of the Authority can be hung, the 
latter section is of little use. But the sug- 
gestion found in the proposed amendment 
to Section Io is ingenious. The question 
will be this: Assuming the production of 
huge excess water power in A exercise of 
undoubted authority, is utilization of that 
excess merely disposition of “incidentally 
produced” energy? It is doubtful that a 
mere shifting of emphasis from “excess 
electrical energy” to “excess water power” 
would change the opinion of the courts as 
to the validity of the T. V. A. program." 
Sau N. RItrENBERG. 


have been received from sale of power. Further, if 
injunction is sought to prohibit official or private pur- 
chase of such power, a bond must be filed to protect 
such purchasers from loss, including attorneys’ fees 
and the increased cost of purchasing from private 
companies, 
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Batson, H. Price Po.icies or GERMAN 
Pusuic Uririry Unpertaxincs. New 
York: Oxford University Press, 193}. 
PP. XX, 224. $3.75. 


We need more books like this, especially 
a comparable one for the Scandinavian 
countries. In this country the general inter- 
est in utility rates, stimulated by the price 
upsets of the depression, has been whetted 
by the T. V. A. experiment, the rate survey 
now under way by the Federal Power Com- 
mission, and, more recently, the New York 
Power Authority’s report on the cost of 
electric distribution. Professor Batson’s 
description of the price practices of German 
public utilities is most timely. He has, 
however, done more than this in tying rates 
to the economic character of these indus- 
tries and discussing the whole subject against 
the background of the trend in ownership 
and management. 

German public utilities—water, gas, elec- 
tricity, tramway—are organized on the 
monopolistic basis, one supplying agency in 
the market. Public ownership predominates, 
even in the larger cities. This contrasts 


with the opposite tendency in America, . 


water utilities excepted. During the past 
two decades in Germany there was a con- 
siderable development of so-called “mixed 
undertakings” in which private and public 
capital and management eb partners in 
varying combinations. The experience has 
not been uniformly successful, for all its 
heralding. More recently during the 20’s a 
number of public companies have arisen 
which appear to be publicly owned stock 
corporations. These are apparently designed 
to do away with the partnership difficulties 
of mixed undertakings, to minimize political 
influences which tend to thrive if utilities 
are mere departments of local governments, 
and to help solve the problem of extending 
service to areas outside city limits. 
Professor Batson bases his rate study 
upon a sample of 28 cities. For each of the 
four utilities studied, he first describes their 
economic and social characteristics—under 
the first heading special attention is given to 
costs—and then discusses the classification 
of customers and the kinds of rate schedules 
applicable to each. The discussion of rate 
schedules relates primarily to the form of 
the schedule. Yet the author does not over- 
look, in many instances, pointing out how 
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the form of the schedule fits into or is 
affected by cost or social considerations. 


Because utilities of these kinds must em- 
ploy relatively large amounts of fixed, 
durable capital, the problems of joint or 
overhead cost allocations are especially 
important and form the basis of many price 
policies. Curiously, Professor Batson begins 
with the water-supply undertakings, prob- 
ably because their prime costs are least im- 
portant and the market’s structure is most 
simple. An American writer would probably 
have started with the electric utilities on 
account of the greater development of cost 
analysis and customer and rate differentia- 
tion. It is felt that the author did not clearly 
enough identify the sense in which he used 
the term “overhead costs,” taking a hint 
from J. M. Clark’s book on this subject. 
However, he did distinguish among over- 
head costs of the entire life of the under- 
taking, or the life of particular items of 
property, and overhead costs of particular 
classes of sales as well as “sales units” 
within a given class. While theoretically 
useful, this differentiation among kinds or 
layers of overhead costs left the reviewer 
confused as to how it could practically 
be translated into cost analyses useful in 
rate-designing. The author’s conclusion was 
orthodox, that untracable overheads should 
be assigned to classes of business in accord- 
ance with relative “elasticities of demand” 
(ability or willingness to pay). In discussing 
each utility, the importance of elasticity of 
demand in pricing policies was well recog- 
nized. Identification of some of the rate 
forms was somewhat obscured by the 
nomenclature adopted. For example, it is 
not clear how an increment block rate with 
minimum bill is classified by the author. 


Two observations respecting rate-forms 
particularly interested the reviewer. (1) 
The tariffs of municipally owned enter- 
prises appear to be more complicated than 
those of the private plants. This contrasts 
with the reverse American experience. Per- 
haps it results from the absence of state 
regulation, from giving “social” or political 
considerations more play, or from the fact 
that German municipal plants serve larger 
communities where the need for differentia- 
tion is greater. (2) By and large, two-part 
rates with a flat or fixed meter charge pre- 
dominate in the gas and electric utilities 
surveyed. These “flat-rates” apparently 
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cover “customer costs” and perhaps some 
demand costs such as are included in many 
American “service charges.” In view of 
American experience with service charges 
by privately owned utilities, it is interesting 
that in German municipal utilities “po- 
litical’”’ reactions to service or meter charges 
have apparently not yet submerged this 
rate-form which enables a closer approxi- 
mation of typical cost curves. 


The author criticizes comparisons of one 
price with another to indicate the “knavery” 
of the higher price. Granted indiscriminate 
rate comparisons are bad, yet rate compar- 
isons used with judgment can be very useful 
in focussing on important factors. Professor 
Batson also urges greater exchange of ideas 
and experience among the several utilities. 
Finally, he comments on the experimental 
backwardness of gas and local transport 
utilities and points out the need in the 
electric field for greater simplification and 
standardization, and for development of 
rates in residential and small power markets. 
These conclusions fit American conditions 
quite as well as German. 

E. W. Morexouse. 


Waterman, Merwin H. Financiat Po ttcies 
oF Pusiic Utitiry Hotpinc Companies. 
Ann Arbor: University of Michigan, Bureau 
of Business Research, 1932. pp. vi, 186. $1. 


Since most of the discussion of public util- 
ity holding companies has been from the so- 
cial point of view, it is stimulating to read 
a scholarly analysis in which emphasis “‘is 
devoted to a discussion of the management 
policies of holding companies and the profit- 
ableness of those policies to the holding 
companies themselves.” 

Rather than attempt to make a purely 
statistical analysis of a large number of 
holding companies, Mr. Waterman chose 
to give detailed attention to a few com- 
panies whose chief holdings were in gas and 
electric operating companies in the United 
States, which had expanded considerably 
and maintained their corporate existences 
throughout the period 1925-9, but whose 
financial and operating policies differed. The 
companies studied were American Power & 
Light Co., Associated Gas & Electric Co., 
North American Co., Standard Gas & Elec- 
tric Co., and United Light & Power Co., 
which together represent a reasonably satis- 
factory sample of the industry. 
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While the period 1925-9 which was chosen 
for the study may not be a fair basis for 
arriving at sound conclusions on such a 
complex problem as this, still, as Mr. Water- 
man points out, it was a period of great 
expansion in the industry, market condi- 
tions were favorable, and millions of dollars 
worth of utility properties were being con- 
centrated under holding company control. 
At such a time financial policies would nat- 
urally be in the foreground and their weak- 
nesses probably more evident. 

Mr. Waterman discusses holding com- 
pany operating policies first to see whether 
or not there would appear to be a funda- 
mental advantage from an operating as 
distinct from a financial point of view. 
Briefly, his conclusions in this regard, that 
size for the sake of diversification of load 
is not justified and that economies of large- 
scale production and large-scale management 
are decidedly limited, would appear sound. 


Mr. Waterman then concludes that the 
public utility holding company has its great- 
est possibilities in matters of financial man- 
agement. He then proceeds in the five 
remaining chapters to discuss parent-com- 
pany versus subsidiary-company financing, 
trading on the equity, methods of effecting 
acquisitions, security contracts and security 
distribution, and the administration of in- 
come. The conclusions to which Mr. Water- 
man comes as a result of his studies of the 
five companies may be expressed in con- 
densed form in the following manner. 


Parent-company financing should be sup- 
plementary to and not a substitute for an 
sidiary financing. “Trading on the equity” 
is a satisfactory method of financing but 
a reasonable margin of safety should be 
maintained. The use of non-voting pre- 
ferred or other limited-return stocks offers 
many of the advantages of debt financing 
without involving the dangers, although the 
rate tends to be higher. It is preferable to 
acquire new properties by the exchange of 
common stock he the equities of the ac- 
quired companies rather than to purchase 
these equities for cash or to acquire them 
by exchanging bonds or preferred stocks. 
Operating subsidiary bonds should usually 
be secured by open-end mortgages. It is 
ordinarily not necessary to use junior-lien 
securities. Parent-company financial struc- 
tures should be simple. The public utility 
industry is well adapted to the use of long- 
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term security contracts, and the industry 
is generally conceded to be committed to a 
policy of permanent debt. The use of con- 
vertible bonds is inconsistent with the capital 
needs of the industry and is a violation of 
the principle of simplicity. Use of bonds 
convertible into stock at the option of the 
issuing company is indefensible. Sale of 
subsidiary-company securities to customers 
appears to be a satisfactory method of 
raising capital but not to be depended upon 
beyond its real potentialities. In the ad- 
ministration of earnings, stock dividends 
appear more satisfactory than cash dividends 
accompanied by periodic offerings of addi- 
tional stock. During a period of expansion 
holding companies should be reinvesting a 
large portion of their earnings in order to 
keep the equity investment in proper bal- 
ance with the remainder of the Tiential 
structure. 

With most of these general principles one 
can agree, with certain qualifications. Mr. 
Waterman does not agree with the Asso- 
ciated Gas & Electric Co.’s “‘revolutionary 
action in reducing subsidiary financing to 
an absolute minimum,” but prefers a bal- 
ance between subsidiary- and parent-com- 
pany financing. He admits, however, that 
Associated Gas is not a fair test of the suc- 
cess or lack of success of parent-company 
financing, because it is not entirely parent- 
company financing and it likewise was used 
by a weak company which expanded very 
rapidly at a time when utility properties 
were very expensive. 


Mr. Waterman suggests that there is 
every reason to eliminate all minority in- 
terests in subsidiary companies in order to 
remove any chance of legal complications 
arising from the rights of such stockholders. 
That may be sound from a legal standpoint, 
but, if some of the managements had had 
to justify their actions to a critical minority, 
many of the excesses and abuses might well 
have been avoided. 


Mr. Waterman favors a single mortgage 
in operating-company financing. That has 
the advantage of simplicity and ease of 
financing during periods favorable to fi- 
nancing, but it also reduces public utility 
bonds to mediocrity because they form such 
a large part of the total capital structures. 
Therefore, when it becomes more difficult 
to finance, utility companies do not have 
high grade securities available for use. 
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Taken as a whole, this study is well done 
and the modesty with which Mr. Waterman 
handles his material is indicative of a recog- 
nition of the difficulties involved. While 
he compares the financial structures of these 
companies with each other, he recognizes, 
at least partially, the fact that he is compar- 
ing statements which have not been pre- 
pared in accordance with the same stand- 
ards. Therefore, he is correct in not holding 
forth the results of his study as standards 
for comparison but uses them correctly as 
samples with many imperfections. 

Paut L. Morrison. 


Macmahon, Edna C. Municipat Evecrric 
Prant Manacers. Chicago: Public Ad- 
ministration Service, 1934. 40 pp. 60 cents. 


Recognizing the importance of manage- 
ment in the successful operation of a busi- 
ness, the author of this monograph has 
made a statistical study of the managers of 
municipal electrical utilities throughout the 
United States in an effort to discover and 
portray the kind of men employed as man- 
agers and the conditions of their service. 
Data presented were obtained from ques- 
tionnaires returned by managers of 36% of 
the more than 1,800 municipal electric 
utilities in the country. 

The report consists of a seven-page list 
of municipally owned light plants by states, 
16 pages of tables reflecting the information 
gained from replies to the questionnaire, 
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and a 16-page summary and interpretation 
of this information. Most important sub- 
jects covered are (1) statutory, charter, or 
ordinance provision for selection of the 
manager, (2) salary, tenure, education, and 
previous experience of present managers, 
(3) the authority of managers in various 
phases of the utility’s operation, and (4) 
the extent to which this authority has been 
interfered with for political purposes. All 
data on these subjects are classified accord- 
ing to size of communities, but as the author 
states in the introduction, this is primarily a 
study of utility management in the small 
town, since 70% of municipal electric 
lants are in communities of 2,500 in- 
abitants or less. 

Among the interesting facts presented are 
statements that about 44 of the managers 
reported no formal education above gram- 
mar school, that in small communities % of 
the managers reported less than a 5-year 
tenure, that salaries range between the 
wide extremes of $800 and $24,000, and that 
only 15% of the managers reported any 
political interference either in the past or 
present. 

The monograph should prove to be of 
value to anyone interested in a picture of 
the conditions under which municipal plants 
in communities of varying sizes are man- 
aged. The data which the author has com- 
piled are well analyzed and impartially 
interpreted. 

Wa cter E. Caine. 
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